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Preface
A major requirement of the SEC practice section is that member
firms submit to a periodic peer review of their accounting and audit
ing practices. This publication contains the standards, policies, and
procedures that pertain to that requirement. Much experience has
been gained since the first manual was issued in August 1978. This
revised manual reflects that year of experience and includes new
and changed material.
The contents represent the collective effort of numerous individ
uals who are committed to a program of self-regulation. I wish to
acknowledge with appreciation the contribution that they have
made on behalf of the members of the SEC practice section of the
AICPA Division for CPA Firms.

Wallace E. Olson
President
December, 1979
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Organizational Structure and
Functions of the SEC Practice
Section of the AICPA Division for
CPA Firms
I.

Source of Authority
The section was established by a resolution of the Council of
the AICPA adopted on September 17, 1977.

II.

Name
The name of the section shall be the “SEC Practice Section”
of the AICPA Division for CPA Firms.

III.

Objectives
The objectives of the section shall be to achieve the following:

1. Improve the quality of practice by CPA firms before the
Securities and Exchange Commission through the estab
lishment of practice requirements for member firms.
2. Establish and maintain an effective system of self-regula
tion of member firms by means of mandatory peer reviews,
required maintenance of appropriate quality controls,
and the imposition of sanctions for failure to meet
membership requirements.
3. Enhance the effectiveness of the section’s regulatory system
through the monitoring and evaluation activities of an
independent oversight board composed of public mem
bers.
4. Provide a forum for development of technical information
relating to SEC practice.
IV.

Membership
1. Eligibility and Admission of Members
All CPA firms are eligible for membership in the section
even though they do not practice before the SEC. Mem
bership in the section shall not constitute membership in
the AICPA nor entitle any member firm to any of the
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rights or privileges of membership in the AICPA. To
become a member, a firm must submit to the section a
written application agreeing to abide by all of the re
quirements for membership. The application must be
accompanied by firm information for the most recent full
fiscal year as described under 3 (g) of this section.
The membership of the section shall consist of all
firms which meet with the admission requirements and
continue to maintain their membership in good standing.

2. Termination and Reinstatement of Members
(а) Membership of a CPA firm may be terminated—
(1) By submission of a resignation, provided the
firm is not the subject of a pending investiga
tion or recommendation of the peer review
committee for sanctions or other disciplinary
action by the executive committee or under
review by the public oversight board.
(2) By action of the executive committee for
failure to adhere to the requirements of mem
bership.
(b) Membership of a terminated CPA firm may be
reinstated—
(1) By complying with the admission requirements
for new members if termination occurred by
resignation.
(2) By complying with the admission requirements
for new members and obtaining the approval of
the executive committee if termination was
imposed as a sanction.
3. Requirements of Members
Member firms shall be obligated to abide by the following:
(a) Ensure that a majority of members of the firm are
CPAs, that the firm can legally engage in the practice
of public accounting, and that each proprietor,
shareholder, or partner of the firm resident in the
United States and eligible for AICPA membership
is a member of the AICPA.
(b) Adhere to quality control standards established by
the AICPA Quality Control Standards Committee.
(c) Submit to peer reviews of the firm’s accounting and
audit practice every three years or at such additional
times as designated by the executive committee, the
reviews to be conducted in accordance with review
1-6

standards established by the section’s peer review
committee (see Appendix C).
(d) Ensure that all professionals in the firm resident in
the United States, including CPAs and non-CPAs,
participate in at least one hundred twenty hours
of continuing professional education over three
years, but in not less than twenty hours in any given
year.1

(e) Assign a new audit partner to be in charge of each
SEC engagement1
2 that has had another audit part
ner-in-charge for a period of five consecutive years
and prohibit such incumbent partner from return
ing to in-charge status on the engagement for a
minimum of two years except as follows:
(1) This requirement shall not become effective
until two years after a firm becomes a member.3
(2) In unusual circumstances, the chief executive
partner of a firm or his designee may grant no
more than one two-year extension so long as
there is an in-depth supplemental review by
another partner.
(3) An application for relief is granted by the
peer review committee on the basis of unusual
hardships.

(f)

Ensure that a concurring review of the audit report
by a partner other than the audit partner in charge
of an SEC engagement is required before issuance
of an audit report on the financial statements of an
SEC registrant (see Appendix E).4 The peer review
committee may authorize alternative procedures
where this requirement cannot be met because of
the size of the member firm.

1 See section 6 of this manual for additional information about the continuing
professional education requirement, including a requirement to file an annual
educational report within four months after the completion of each educational
year.
2 See Appendix D—“Definition of an SEC Engagement,” for purposes of deter
mining compliance with the membership requirements of 3(e), (f), and (g) of
this section.
3 Effective for audits of financial statements of SEC clients for periods ending
after June 30, 1980, or two years after the date the firm becomes a member,
whichever is later.
4 Effective for audits of financial statements of SEC clients for periods ending
after June 30, 1978, or the date the firm becomes a member, whichever is later.
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(g)

File with the section for each fiscal year of the United
States firm (covering offices maintained in the
United States and its territories) the following in
formation, within ninety days of the end of such
fiscal year, to be open to public inspection:5
(1) Form of business entity (e.g., partnership or
corporation) and identification of domestic
affiliates rendering services to clients.
(2) Description or chart of internal organizational
structure and international organization (in
cluding the nature of relationships main
tained in each geographic region).
(3) Number and location of offices.
(4) Total number of partners and non-CPAs with
parallel status within the firm’s organizational
structure.
(5) Total number of CPAs (including partners).
(6) Total number of professional staff (including
partners).
(7) Total number of personnel (including item
6, above).
(8) Number and names of SEC clients for which
the firm is principal auditor-of-record and any
changes of such clients.
(9) Number of SEC audit clients each of whose
total domestic fees exceed 5 percent of total
domestic firm fees and the percentage which
each of these clients’ fees represents to total
domestic firm fees.
(10) A statement indicating that the firm has com
plied with AICPA and SEC independence re
quirements.
(11) Disclosure regarding pending litigation as re
quired under generally accepted accounting
principles and indicating whether such pend
ing litigation is expected to have a material
effect on the firm’s financial condition or its
ability to serve clients.
(12) Gross fees for accounting and auditing, tax,
and MAS expressed as a percentage of total
gross fees.

5 The annual report should disclose the member firm’s educational year, if
different from its fiscal year, and any change in the educational year (see
section 6 of this manual, I.C).
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Gross fees for both MAS and tax services per
formed for SEC audit clients, expressed as a
percentage of total fees charged to all SEC
audit clients.
Maintain such minimum amounts and types of
accountants’ liability insurance as shall be prescribed
from time to time by the executive committee.
Adhere to the portions of the AICPA Code of Pro
fessional Ethics and Management Advisory Services
Practice Standards dealing with independence in
performing management advisory services for audit
clients whose securities are registered with the SEC.
Refrain from performing for such clients services
that are inconsistent with the firm’s responsibilities
to the public or that consist of the following types
of services:
(1) Psychological testing.
(2) Public opinion polls.
(3) Merger and acquisition assistance for a finder’s
fee.
(4) Executive recruitment as described in Appen
dix A.
(5) Actuarial services to insurance companies as
described in Appendix A.
Report annually to the audit committee or board of
directors (or its equivalent in a partnership) of each
SEC audit client on the total fees received from the
client for management advisory services during the
year under audit and a description of the types of
such services rendered.
Report to the audit committee or board of directors
(or its equivalent in a partnership) of each SEC
audit client on the nature of disagreements with the
management of the client on financial accounting
and reporting matters and auditing procedures
which, if not satisfactorily resolved, would have
caused the issuance of a qualified opinion on the
client’s financial statements.6
Pay dues as established by the executive committee
(13)

(h)
(i)

(j)

(A)

(l)

and comply with the rules and regulations of the

section, as established from time to time by the
6 Effective for audits of financial statements of SEC clients for periods ending
after June 30, 1978, or the date the firm becomes a member, whichever is later.
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executive committee, and with the decisions of the
executive committee in respect of matters within
its competence; in connection with their duties, in
cluding disciplinary proceedings, cooperate with the
peer review committee and the special investiga
tions committee established by resolution of the
executive committee as set out in the Appendix B
hereto; and comply with any sanction that may be
imposed by the executive committee.
(m) Report to the special investigations committee, with
in 30 days of service on the firm or its personnel
of the first pleading in the matter or within 30 days
of joining the section if later,7 any litigation (in
cluding criminal indictments) against it or its per
sonnel, or any proceeding or investigation publicly
announced by a regulatory agency, commenced on
or after November 1, 1979 (not including additional
proceedings arising out of or related to facts involved
in litigation originally filed prior to November 1,
1979), that involves clients or former clients that
are SEC registrants and that alleges deficiencies in
the conduct of an audit or reporting thereon in
connection with any required filing under the
Federal securities laws.8 With respect to matters
previously reported under this subparagraph, mem
ber firms shall report to the committee additional
proceedings, settlements, court decisions on sub
stantive issues, and the filing of appeals within 30
days of their occurrence.
V.

Governing Bodies
The activities of the section shall be governed by an execu
tive committee having senior status within the AICPA with
authority to carry out the activities of the section. Such
activities shall not conflict with the policies and standards

7 Since the Committee is not expected to be appointed before December 1979,
the first report by member firms is to be filed by January 31, 1980. The initial
report shall identify the litigation and be accompanied by copies of the com
plaints or indictment or other charges filed with the courts involved.
8 An allegation in such formal litigation, proceeding or investigation that a
member firm or its personnel have violated the Federal securities laws in con
nections with services other than an audit for an SEC registrant shall be
reported.
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of the AICPA. All activities of the section shall be subject
to the oversight and public reporting thereon by a public
oversight board.
Executive Committee
1. Composition and Terms
(а) The executive committee shall be composed of
representatives of at least twenty-one member firms.
(b) The terms of executive committee members shall
be for three years, with initial staggered terms to
provide for seven expirations each year.
(c) Executive committee members shall continue in
office until their successors have been appointed.
2. Appointment
(a) The members of the executive committee shall be
appointed by the AICPA chairman with the ap
proval of the AICPA Board of Directors.
(b) All appointments after the initial executive commit
tee is established shall also require approval of the
then existing executive committee.
(c) Nominations for appointments of representatives of
member firms to the executive committee shall be
provided to the chairman of the AICPA by a
nominating committee of the section. The section’s
nominating committee shall be elected by the
AICPA Council and consist of individuals drawn
from seven of the member firms of the section. It
is intended that nominations shall adhere to the
principle that the executive committee shall at all
times include representatives of all member firms
which audit the financial statements of thirty or
more registrants under section 12 of the Securities
and Exchange Act of 1934 and at least five represen
tatives of firms which audit financial statements of
fewer than thirty such registrants plus one addi
tional such representative for each representative, in
excess of sixteen, of firms which audit thirty or more
registrants.
3. Election of Chairman

The chairman of the executive committee shall be elected
from among its members to serve at the pleasure of the
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executive committee but in no event for more than three
one-year terms.
4. Responsibilities and Functions
The executive committee shall—
(a) Establish general policies for the section and over
see its activities.
(b) Amend requirements for membership as necessary,
but in no event shall such requirements be designed
so as to unreasonably preclude membership by any
CPA firm.
(c) Establish budgets and dues requirements to fund
activities of the section not provided for in the
AICPA general budget. Such dues shall be scaled
in proportion to the size of member firms.
(d) Determine sanctions to be imposed on member
firms based upon recommendations of the peer re
view committee of the section.
(e) Receive, evaluate, and act upon other complaints
received with respect to actions of member firms.
(f) Establish the initial public oversight board with the
approval of the AICPA Board of Directors.
(g) Appoint persons to serve on such committees and
task forces as necessary to carry out its functions.
(h) Make recommendations to other AICPA boards and
committees for their consideration.
(i) Consult from time to time with the public oversight
board.
5. Quorum, Voting, Meetings, and Attendance
(a) A majority of the members of the executive com
mittee or their designated alternates must be present
to constitute a quorum.
(b) Affirmative votes of a majority of the members of
the executive committee shall be required for action
on all matters.
(c) Meetings of the executive committee shall be held
at such times and places as determined by the
chairman.
(d) Representatives of member firms of the section may
attend meetings of the executive committee as ob
servers under rules established by the executive com
mittee. Such attendance will not be permitted
when the committee is considering disciplinary
matters.
1-12

VII.

Public Oversight Board
1. Size, Appointment, Removal, and Compensation
The public oversight board shall consist of five members.
Members of such board shall be drawn from among
prominent individuals of high integrity and reputation,
including, but not limited to, former public officials,
lawyers, bankers, securities industry executives, educators,
economists, and business executives.
Following its initial appointment, the public over
sight board shall, in consultation with and subject to the
approval of the AICPA Board of Directors, appoint, re
move, and set the terms and compensation of its members
and select its chairman. However, such board shall auto
matically terminate in the event of the termination of the
SEC practice section of the AICPA Division for CPA
Firms.
2. Responsibilities and Functions
The public oversight board shall—
(a) Monitor and evaluate the regulatory and sanction
activities of the peer review and executive commit
tees to assure their effectiveness.
(b) Determine that the peer review committee is as
certaining that firms are taking appropriate action
as a result of peer reviews.
(c) Conduct continuing oversight of all other activities
of the section.
(d) Make recommendations to the executive committee
for improvements in the operations of the section.
(e) Publish an annual report and such other reports
as may be deemed necessary with respect to its
activities.
(f) Engage staff to assist in carrying out its functions.
(g) Have the right for any or all of its members to
attend any meetings of the executive committee.

VIII.

Peer Reviews
1. Review Requirements
Peer reviews of member firms shall be conducted every
three years or at such additional times as designated by
the executive committee (see Appendix C).
2. Peer Review Committee
(a) Composition and appointment
The peer review committee shall be a continuing
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committee appointed by the executive committee
and shall consist of fifteen individuals selected from
member firms.

(h)

Responsibilities and functions
The peer review committee shall—
(1) Administer the program of peer reviews for
member firms.
(2) Establish standards for conducting reviews.
(3) Establish standards for reports on peer reviews
and publication of such reports.
(4) Recommend sanctions and other disciplinary
decisions (including whether the name of the
affected firm is published) to the executive
committee.
(5) Consult from time to time with the public
oversight board.
(6) Keep appropriate records of peer reviews which
have been conducted.

3. Peer Review Objectives
The objectives of peer reviews shall be to determine
that—
(a) Member firms, as distinguished from individuals,
are maintaining and applying quality controls in
accordance with standards established by the AICPA
Quality Control Standards Committee. Reviews for
this purpose shall include a review of working
papers rather than specific “cases.” (The existence
of “cases” in a firm might raise questions concerning
its quality controls.)
(b) By reviewing the procedures of member firms, ap
propriate steps are being taken to gain proper as
surance about the quality of work done on those
portions of audits performed in other countries.
(c) Member firms are meeting membership require
ments.

IX.

Sanctions Against Firms
1. Authority to Impose Sanctions
The executive committee shall have the authority to im
pose sanctions on member firms either on its own initia
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tive or on the basis of recommendations of the peer re
view committee and shall establish procedures designed
to assure due process to firms in connection with dis
ciplinary proceedings.

2. Types of Sanctions
The following types of sanctions may be imposed on
member firms for failure to maintain compliance with
the requirements for membership:
(а) Require corrective measures by the firm including
consideration by the firm of appropriate actions
with respect to individual firm personnel.
(b) Additional requirements for continuing professional
education.
(c) Accelerated or special peer reviews.
(d) Admonishments, censures, or reprimands.
(e) Monetary fines.
(/) Suspension from membership.
(g) Expulsion from membership.
X.

Financing and Staffing of Section
1. Section Staff and Meeting Costs
(a) The president of the AICPA shall appoint a staff
director and assign such other staff as may be re
quired by the section.
(5) The cost of the section staff and normal meeting
costs shall be paid out of the general budget of the
AICPA.
2. Public Oversight Board and Special Projects
(a) The costs of the public oversight board and its staff
shall be paid out of the dues of the section.
(b) The cost of special projects shall be paid out of the
dues of the section.

XI.

Relationship to Other AICPA Segments
Nothing in the organizational structure and functions of this
section shall be construed as taking the place of or changing
the operations of existing senior committees of the AICPA
or the status of individual CPAs as members of the AICPA.
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APPENDIX A—Executive Recruiting and Insurance
Actuarial Services
Executive Recruiting Services

The hiring of persons for managerial, executive, or director
positions is a function that is properly the client’s responsibility.
Accordingly, the member firm’s role in this function should be
limited. In serving an audit client whose securities are registered
with the SEC (including subsidiaries and affiliates of such clients),
a member firm should not
1. Accept an engagement to search for, or seek out, prospective
candidates for managerial, executive, or director positions with
its audit clients. This would not preclude giving the name of a
prospective candidate known to someone in the member firm,
provided such knowledge was not obtained as a result of the
performance of executive recruiting services for another client.
2. Engage in psychological testing, other formal testing or evalua
tion programs, or undertake reference checks of prospective
candidates for an executive or director position.
3. Act as a negotiator on the client’s behalf; for example, in deter
mining position status or title, compensation, fringe benefits,
or other conditions of employment.
4. Recommend, or advise the client to hire, a specific candidate for
a specific job. However, a member firm may, upon request by
the client, interview candidates and advise the client on the
candidate’s competence for financial, accounting, administrative,
or control positions.
When a client seeks to fill a position within its organization
that is related to its system of accounting, financial, or administrative
controls, the client will frequently approach employees of the
member firm directly as candidates or seek referral of the member
firm’s employees who may be considering employment outside of
the profession. Such employment from time to time is an inevit
able consequence of the training and experience that the public
accounting profession provides to its staff, is beneficial to all con
cerned, including society in general, and therefore is not proscribed.

Insurance Actuarial Services
Actuarial skills are both accounting and auditing related. The
bodies of knowledge supporting the actuarial and accounting pro
fessions have a substantial degree of overlap. Both professions in
volve the analysis of various factors of time, probability, and eco
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nomics and the quantification of such analysis in financial terms.
The results of their work are significantly interrelated. The pro
fessions are logical extensions of each other; indeed, they have been
practiced jointly for many years and even shared the same pro
fessional society in Scotland prior to their becoming established
in the United States.
The work of actuarial specialists generally is necessary to obtain
audit satisfaction in support of insurance policy and loss reserves.
To assist them in meeting their audit responsibilities, a number
of CPA firms have hired qualified actuaries of their own.
The actuarial function is basic to the operation and manage
ment of an insurance company. Management’s responsibility for
this function cannot be assumed by the CPA firm without jeopard
izing the CPA firm’s independence. Because of the special sig
nificance of a CPA firm’s appearance of independence when auditing
publicly held insurance companies—

1. The CPA firm should not render actuarially oriented advisory
services involving the determination of policy reserves and re
lated accounts to its audit clients unless such clients use their
own actuaries or third-party actuaries to provide management
with the primary actuarial capabilities. This does not pre
clude the use of the CPA firm’s actuarial staff in connection
with the auditing of such reserves.
2. Whenever the CPA firm renders actuarially oriented advisory
services, it must satisfy itself that it is acting in an advisory
capacity and that the responsibility for any significant actuarial
methods and assumptions is accepted by the client.
3. The CPA firm should not render actuarially oriented advisory
services when the CPA firm’s involvement is continuous because
such a relationship might be perceived as an engagement to per
form a management function.
Subject to the above limitations, it is appropriate for the CPA
firm to render certain actuarially oriented advisory services to its
audit clients. Such services include:

1. Assisting management to develop appropriate methods, assump
tions, and amounts for policy and loss reserves and other actuarial
items presented in financial reports based on the company’s
historical experience, current practice, and future plans.
2. Assisting management in the conversion of financial statements
from a statutory basis to one conforming with generally accepted
accounting principles.
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3. Analyzing actuarial considerations and alternatives in federal
income tax planning.
4. Assisting management in the financial analyses of various matters
such as proposed new policies, new markets, business acquisitions,
and reinsurance needs.

(Approved by the executive committee June 21, 1979.)
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APPENDIX B—Resolution Establishing the Special
Investigations Committee
WHEREAS: The objectives of the SEC practice section include
the improvement of the quality of practice by CPA firms before
the SEC through the establishment of practice requirements for
member firms, and the establishment and maintenance of an effec
tive system of self-regulation of member firms by various means
including the imposition of sanctions for failure to meet member
ship requirements; and
WHEREAS: The executive committee is authorized to carry
out the activities of the section and to receive, evaluate, and act
upon complaints received with respect to actions of member firms,
impose sanctions and establish procedures designed to assure due
process to firms in connection with disciplinary proceedings, and
appoint persons to serve on such committees and task forces as are
necessary to carry out its functions;

IT IS HEREBY RESOLVED THAT:
There is hereby established a special investigations committee
consisting of nine partners or retired partners of different mem
ber firms who, under procedures established by the executive
committee, shall make such investigation as it considers nec
essary to (a) determine whether facts relating to alleged audit
failures (1) indicate a possible need for corrective measures
by the member firm involved, (2) indicate that changes in
generally accepted auditing standards or quality control stand
ards need to be considered, or (3) indicate that sanctions should
be imposed on the member firm involved, and (b) recommend
to the executive committee such actions as are deemed ap
propriate.

(Approved by the executive committee August 7, 1979.)
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APPENDIX C—Timing of Peer Reviews and
Filing of Reports

The executive committee has established the following time
table according to which member firms must have their initial peer
reviews completed.
Calendar Year Firm
Joins the Section
1978
1979
1980
1981 and subsequent
calendar years

Initial Peer Review
Must Be Completed
December 31, 19801
December 31, 1981
December 31, 1981
One year from the
date the firm joins
the section.

A member firm’s subsequent peer reviews must be completed
by the end of the third calendar year following the calendar year
that included the previous review year-end. Although it is expected
that a firm ordinarily will not change its review year-end, a firm
may do so without the peer review committee’s prior approval, pro
vided that the new review year-end is not beyond three months of
the previous review year-end and provided that the peer review
is completed in accordance with the requirement in the preceding
sentence.
The review team’s report on the peer review is to be filed with
the peer review committee promptly (but no later than sixty days)
after the completion of the peer review. The report should be
accompanied, if applicable, by the quality control review panel’s
report, the review team’s letter of comments on matters that may
require action by the reviewed firm, and the reviewed firm’s response
to that letter. Upon application by a member firm, the peer review
committee may grant one sixty-day extension for filing the report.

(Approved by the executive committee June 21, 1979.)

1 Certain randomly selected member firms with less than five SEC clients will be
granted an extension until December 31, 1981, to have their initial peer review
completed. The purpose of this extension is to equalize the number of peer
reviews to achieve an appropriately balanced work load.

1-20

APPENDIX D—Definition of an SEC Engagement
For purposes of implementing the membership requirements
of section IV 3(e) and (f) of the organizational structure and
functions document with respect to partner rotation and concurring
review, the executive committee has defined an SEC engagement as
the examination of the financial statements of

1. An issuer making an initial filing, including amendments, under
the Securities Act of 1933.
2. Registrants that file periodic reports (for example, Forms N-1R
and 10-K) with the Securities and Exchange Commission (SEC)
under the Investment Company Act of 1940 or the Securities
Exchange Act of 1934 (except brokers or dealers registered only
because of section 15 (a) of that act).

When an existing audit engagement becomes an SEC engage
ment, time served as partner in charge of the engagement before it
became an SEC engagement is to be considered in applying the fiveyear partner rotation requirement. However, the incumbent partner
may serve as partner in charge of the engagement for two consecu
tive annual examinations subsequent to the date of the latest annual
audited financial statements included in the filing.

Examples of entities that are not encompassed by the above defi
nition include
1. Banks and other lending institutions that file periodic reports
with the Comptroller of the Currency, the Federal Reserve Sys
tem, the Federal Deposit Insurance Corporation, or the Federal
Home Loan Bank Board, because the powers, functions, and
duties of the SEC to enforce its periodic reporting provisions are
vested, pursuant to section 12 (i) of that act, in those agencies.
2. Subsidiaries or investees (including regulation S-X rule 4-02 (e)
companies) of an entity encompassed by the definition of an SEC
engagement, which subsidiaries or investees are not themselves
entities encompassed by such definition, even though their finan
cial statements may be presented separately in parent and/or
investor companies’ filings under the 1934 act.
3. Companies whose financial statements appear in the annual
reports and/or proxy statements of investment funds because
they are sponsors or managers of such funds, provided they are
not themselves registrants required to file periodic reports under
the 1940 act or section 13 or 15 (d) of the 1934 act.
1-21

The executive committee has also authorized the foregoing
definition for purposes of determining the names of clients for
which a firm is the principal auditor of record and any changes of
such clients for which information is required (under the member
ship requirements) to be filed with the section for each fiscal year
of a U.S. member firm (see section IV 3 (g) of the organizational
structure and functions document).
The foregoing definition of an SEC engagement is not intended
to change section VI 2 (c) of the organization structure and functions
document regarding the appointment of members to the executive
committee of the section.

(Approved by the executive committee October 25, 1978.)
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APPENDIX E—Scope of Concurring Review

A member firm of the SEC practice section agrees to ensure
that a concurring review of the audit report by a partner other than
the audit partner in charge of an SEC engagement is required
before issuance of an audit report on the financial statements of
an SEC registrant.1 This requirement also applies to the reissuance
of such an audit report.
The purpose of the review is to provide additional assurance
that (1) the financial statements are in conformity with generally
accepted accounting principles or other comprehensive basis of
accounting and (2) the firm’s report thereon is in accordance with
generally accepted auditing standards.
The partner assigned as the concurring reviewer should make
an objective review of the significant accounting and auditing con
siderations influencing the firm’s report. His responsibilities include
reading the financial statements and the firm’s report thereon. The
concurring reviewer should be informed regarding significant
accounting, auditing, or reporting considerations.
The concurring partner may deem it necessary to review rele
vant working papers to understand significant accounting, auditing,
or reporting considerations.
If the concurring partner and the partner in charge of the
engagement have differing views regarding important matters, the
disagreement should be resolved in accordance with applicable
firm policy.12
The engagement files should contain evidence that the con
curring review was completed prior to the issuance of the firm’s
report.

(Approved by the executive committee October 25, 1978.)

1 The peer review committee may authorize alternative procedures when this
requirement cannot be met because of the size of the member firm.
2 See SAS no. 22, Planning and Supervision.
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Section 2

Standards for Performing and
Reporting on Quality Control
Compliance Reviews

NOTICE TO READERS
The statement entitled “Standards for Performing and Reporting on
Quality Control Compliance Reviews” (revised May 1979) was adopted
by the members of the peer review committee of the SEC practice section
of the AICPA Division for CPA Firms (the committee) in accordance
with its voting procedures, which require that a majority of members
approve the issuance of standards. The committee was authorized to
establish standards for conducting and reporting on peer reviews in
the document entitled “Organizational Structure and Functions of the
SEC Practice Section . . .” adopted by resolution of Council of the
AICPA.
Reviewers shall adhere to the standards contained herein when a
review is conducted under the section’s peer review program. The com
mittee shall review these standards from time to time to determine
whether any modification, update, or amendment is required in light of
future developments in practice.
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Standards for Performing and
Reporting on Quality Control
Compliance Reviews
(Revised May 1979)
Introduction

The membership requirements of the SEC practice section of the
AICPA Division for CPA Firms (the section) provide that a
member firm must submit to a peer review of its accounting and
auditing practice and its compliance with membership require
ments of the section every three years or at such additional times
as designated by the executive committee of the section (see article
VIII of “Organizational Structure and Functions of the SEC
Practice Section of the AICPA Division for CPA Firms,” adopted
September 17, 1977). The peer reviews so conducted are subject to
the administrative control of the peer review committee (the com
mittee) and to oversight by the public oversight board.
This document contains the standards for performing and report
ing on quality control compliance reviews for the section. These
standards have been developed by the committee for use by the
section and do not apply to reviews other than those conducted for
this section. Compliance reviews intended to meet the membership
requirements of the section for mandatory peer review must be con
ducted in accordance with these standards.1
As used herein, the term “review team” encompasses a team ap
pointed or authorized by the committee or formed by a member
ifrm engaged by the firm under review. A “quality control review
panel,” which is appointed by the committee to perform certain
functions, is required when the quality control compliance review
is performed by a member firm or in other circumstances such as
where a review team has been authorized but not appointed by
the committee.12
The purpose of a firm’s considering the elements of quality control
and adopting quality control policies and procedures for its account
ing and auditing practice is to provide the firm with reasonable as
1 The terms compliance reviews and field reviews are synonymous and are used
interchangeably in this document.
2 “Standards for Quality Control Review Panels” has been issued by the com
mittee in another document.
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surance of conforming with professional standards in the conduct
of its accounting and auditing practice.3 An additional purpose
is to provide documentation or other evidential matter that will
facilitate a subsequent compliance review.
The quality control policies and procedures adopted by a mem
ber firm will depend in part upon the firm’s organizational struc
ture, including factors such as its size, the degree of operating
autonomy allowed to its personnel and its practice offices, the nature
of its practice, and its administrative controls.
A member firm is required to make available to the review
team the documented quality control policies and procedures incor
porated in its quality control system.4 This requirement is met by
furnishing one of the following to the review team:
1. A quality control document that provides a detailed description
of the firm’s quality control policies and procedures.
2. A summary statement of the firm’s quality control policies and
procedures with references to supporting information contained
in manuals, memorandums, or other literature of the firm.

A quality control document or summary, in addition to discussing
the firm’s quality control policies and procedures, may also contain a
description of the firm’s organization (including an organization
chart), a discussion of its philosophy of practice, and other descrip
tive material relating to the elements of quality control and the
firm’s operations.
The standards encompassed herein are applicable to reviewing
entities (review teams) and to individual reviewers (review team
members) who perform or are involved in performing quality con
trol compliance reviews.

Performing Quality Control Compliance Reviews
Objectives of the Compliance Review
A compliance review is intended to evaluate whether a reviewed
firm’s system of quality control for its accounting and auditing
3 Accounting and auditing practice, as referred to in this document, encompasses
all auditing and all accounting and review services for which professional
standards have been established.
4 The system of quality control maintained by a firm encompasses the
firm’s organizational structure and the policies adopted and procedures estab
lished to provide the firm with reasonable assurance of conforming with pro
fessional standards in the conduct of its accounting and auditing practice.
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practice is appropriately comprehensive and suitably designed for
the reviewed firm, whether its quality control policies and proce
dures are adequately documented and communicated to profes
sional personnel, whether they are being complied with to provide
the firm with reasonable assurance of conforming with professional
standards, and whether the reviewed firm is complying with the
membership requirements of the section.5
It is intended that this evaluation be accomplished by—
1. Study and evaluation of a reviewed firm’s quality control system.
2. Review for compliance with a reviewed firm’s quality control
policies and procedures by—
• Review at each organizational or functional level within the
firm.
• Review of selected engagement working paper files and reports.
3. Review for compliance with membership requirements of the
section.
Upon completion of a compliance review, the review team com
municates its findings to the reviewed firm and prepares a written
report in accordance with the standards for reporting on quality
control compliance reviews.6 The review team also prepares a letter
of comment on any matters that may require action by the firm.

General Considerations

Confidentiality. The compliance review is to be conducted with
due regard for requirements of confidentiality of the rules of con
duct of the code of professional ethics of the AICPA. Information
obtained as a consequence of the review concerning the reviewed
firm or any of its clients is confidential and should not be disclosed
by review team members to anyone not associated with the review.7
5 As used in this context, documentation refers both to the reviewed firm’s docu
mented quality control policies and procedures and to supporting mate
rials presented to the review team as evidence of compliance with those poli
cies and procedures.
As used in this document, compliance means adherence to prescribed poli
cies or procedures in the substantial majority of situations; it does not imply
adherence to prescribed policies or procedures in every case.
6 Requirements for separate reporting by a quality control review panel are
specified in another document, “Standards for Quality Control Review Panels,”
issued by the committee.
7 The expression associated with the review, as used in this document, includes
members of the quality control review panel, members, designees, and staffs
of the section’s executive committee and peer review committee and the public
oversight board.
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It is the responsibility of the reviewed firm to take such measures,
if any, as may be necessary to satisfy its obligations concerning client
confidentiality. Rule 301 of the AICPA’s code of professional ethics
contains an exception to the confidentiality requirements so that
review of a member’s professional practice under AICPA authoriza
tion is not prohibited. Some state statutes or ethics rules promul
gated by state boards of accountancy may, however, not clearly pro
vide a similar exception regarding client confidentiality.8 Accord
ingly, a reviewed firm may wish to consult its legal counsel to de
termine whether any action is required to permit client engagement
files to be made available to the review team.

Independence. Independence with respect to the reviewed firm
must be maintained by the reviewing firm, by review team members,
and by specialists who may participate in segments of the review.
The AICPA’s code of professional ethics does not specifically con
sider relationships between reviewers, reviewed firms, and clients of
reviewed firms. However, the concepts pertaining to independence
embodied in the code should be considered for their application.
Reciprocal reviews are not permitted. This prohibition is appli
cable to a reviewing firm and, for a review conducted by a committeeappointed or -authorized review team, to the firm with which the
review team captain or members of a supervisory committee are
associated.
Reviewing firms should consider any family or other relationships
between the firms’ senior managements at organizational and func
tional levels in assessing the possibility of an impairment of inde
pendence.
Some firms perform engagement correspondent work for other
firms. The correspondent firm’s fee may be paid by the referring
firm or directly by the client. In either situation, if the fees for the
correspondent work are material to either the reviewed firm or the
reviewing firm, independence for purposes of the program is im
paired.
Some reviewers or their firms may have continuing arrangements
with other firms whereby fees, office facilities, or professional staff
are shared. In these situations, independence for purposes of the
program is impaired.
Conflict of Interest. A reviewing firm or a review team member
should not have a conflict of interest with respect to the reviewed firm
8 The AICPA maintains a current listing of states that do not clearly provide an
exception to the confidentiality requirements discussed in this section. Such in
formation may be obtained upon request.
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or to those of its clients that are the subject of engagements reviewed.
The personnel of a reviewing firm and the reviewing firm itself
are not precluded from owning securities of clients of the reviewed
firm. However, since confidential information may be obtained dur
ing the course of a review, a review team member shall not own
securities of a reviewed firm’s client that is the subject of an engage
ment reviewed by that member. In addition, the effect of family re
lationships (close kin, remote kin) and other relationships and the
possible resulting conflict of interest must be considered when assign
ing team members to review individual engagements.
Competence. Review teams must have knowledge of the type of
practice to be reviewed, including expertise in specialized industries
in which the reviewed firm practices. In the case of reviews of firms
with SEC practices, review teams must have available reviewers for
SEC engagements who are knowledgeable about current SEC rules
and regulations.
In determining the composition of a review team, consideration
should be given to the areas to be reviewed and the expertise re
quired for various segments of the review.
Due Care. Due care is to be exercised by the review team in the
performance of the review and in the preparation of the report and,
where applicable, the letter of comments on matters that may re
quire action by the firm. Due care for quality control compliance
reviews imposes an obligation on each review team member to fulfill
assigned responsibilities in a professional manner similar to that of
an independent auditor examining financial statements.
Organization of the Review Team

A review team may be appointed or authorized by the committee,
or it may be formed by a member firm engaged by the firm under
review.
A review team is headed by a team captain who directs the organi
zation and conduct of the review, supervises other reviewers, and is
responsible for preparation of a report on the review and, where
applicable, the letter of comments on matters that may require
action by the firm. The review team captain is to be a partner cur
rently involved in the audit function.9 In some larger review en
gagements, it may be useful for the team captain to designate other
9 As used in this section, partner refers to an individual who is a partner or is
at the partner level in a CPA firm, is a sole practitioner, or is in an equivalent
position with a professional corporation.
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partners to serve with the team captain as a supervisory committee
for the review and to participate in evaluating the findings of the
review team. In the case of a multi-office firm, the reviewers visiting
a selected practice office are under the direction, at that location, of a
partner currently involved in the audit function who supervises the
conduct of the review and the work performed at that location (sub
ject to the overall direction of the team captain).
The work of review teams at each organizational level of the re
viewed firm should be supervised by a partner.
Qualifications for Individuals to Serve as Reviewers

The nature and complexity of a compliance review require the
exercise of professional judgment. Accordingly, individuals serving
as reviewers shall be CPAs and shall possess current knowledge of
accounting and auditing matters. A reviewer shall be currently ac
tive at a supervisory level in the accounting and auditing function
of a member firm, for example (1) as a partner or manager with
a member firm, (2) in an equivalent supervisory position with a
professional corporation, or (3) as a sole practitioner.
In situations where required by the nature of the reviewed firm’s
practice, individuals (consultants) with expertise in specialized areas
who need not be CPAs may be used. For example, computer spe
cialists, statistical sampling specialists, actuaries, or educators expert
in professional development may participate in certain segments of
the review.
Qualifications for a Reviewing Firm

When a member firm is requested to perform a compliance review
engagement, the criteria discussed below should be considered by
the firm in determining its capability to perform the compliance
review prior to accepting the engagement. Individuals selected by
the member firm to participate as review team members in a review
engagement should possess the requisite qualifications for reviewers
or consultants.

Capability. A reviewing firm must determine its capability to
perform a compliance review. The reviewing firm must have avail
able to it reviewers with appropriate levels of expertise and experi
ence to perform the review. Prior to accepting an engagement, the
reviewing firm should obtain information about the firm to be re
viewed, including certain operating statistics pertaining to size and
type of practice.
In determining its capability to perform the engagement, the re
viewing firm should consider the size of the firm to be reviewed in
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relation to its own size. A reviewing firm must recognize that the
performance of a compliance review may demand substantial com
mitments of time, especially from its supervisory accounting and
auditing personnel. Therefore, a firm should consider carefully the
number and availability of supervisory personnel in determining
whether it is capable of performing a compliance review of another
firm.
In some instances, a reviewing firm may use a correspondent mem
ber firm to perform a portion of a compliance review engagement. In
such cases, the principal reviewing firm must (1) be satisfied as to the
capability of the correspondent, (2) assume responsibility for the
work performed by the correspondent, (3) adopt appropriate meas
ures to ensure the coordination of its activities with the correspond
ent, and (4) make arrangements to satisfy itself as to the work
performed by the correspondent. The report on the review should
not make reference to a correspondent firm’s participation in the
review. In order to determine its capability to perform its portion
of a compliance review, a correspondent member firm should also
consider the requirements discussed herein prior to accepting an
engagement.
The Field Review

The field review should include the following:
1. A study and evaluation of the reviewed firm’s quality control
system.
2. Review for compliance with a reviewed firm’s quality control
policies and procedures by—
• Review at each organizational or functional level within the
firm.
• Review of selected engagement working paper files and reports
of the firm.
3. Review for compliance with membership requirements of the
section.
4. Preparation of a written report on the results of the review and,
where applicable, a letter of comments on matters that may
require action by the reviewed firm.
For a multi-office firm, the review would include visits to the firm’s
executive office and selected regional and practice offices.
Prior to commencement of the review, the parties to the review
may wish to document formally the terms and conditions of the
engagement.
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Scope of the Review. The scope of the review should cover a
firm’s accounting and auditing practice. (See footnote 3.) Other
segments of a firm’s practice, such as providing tax services or man
agement advisory services, are not encompassed by the scope of the
review except (1) to the extent they are associated with financial
statements (for example, reviews of tax provisions and accruals con
tained in financial statements are included in the scope of the re
view) or (2) as they relate to compliance with membership re
quirements of the section.
The review should cover a current period of one year to be
mutually agreed upon by the reviewed firm and the review
team. It is anticipated that quality control policies and procedures
may be revised, updated, or amended during the period under re
view to recognize changing conditions, new professional standards,
or new membership requirements. The scope of the review should
encompass the quality control policies and procedures in effect and
compliance therewith for the year under review. Client engagements
subject to selection for review would be those with years ending dur
ing the year under review unless a more recent report has been
issued at the time the review team selects engagements.
The review will be directed to the professional aspects of the re
viewed firm’s accounting and auditing practice; it will not include
the business aspects of that practice. It may be difficult, however, to
distinguish between these aspects of the practice since they may over
lap. For example, in evaluating whether the supervision of an en
gagement was adequate, review team members would consider budg
eted and actual time spent on the engagement by various categories
or classifications of personnel but would not inquire as to fees billed
to the client or the relationship of fees billed to time accumulated
at usual or standard billing rates.
Further, when reviewing policies and procedures for advancement,
review team members would concern themselves with whether pro
fessional personnel were promoted based on demonstrated competence
and whether criteria for admission of individuals to the firm give
appropriate weight to professional qualifications but would not re
view compensation of professional personnel.
Review team members will not have contact with, or access to,
any client of the reviewed firm in connection with the review.
A reviewed firm may have legitimate reasons for not permitting
the working papers for certain engagements to be reviewed. For ex
ample, the financial statements of an engagement selected for review
may be the subject of litigation or investigation by a governmental
authority, or the firm may have been advised by a client that it will
not permit the working papers for its engagement to be reviewed.
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The review team should satisfy itself as to the reasonableness of the
explanation; if the team is not satisfied, the matter should be re
ported to the reviewed firm’s managing partner, and the review team
should consider what other action may be appropriate in the
circumstances. If the engagements so excluded from the review
process are few in number and the review team concludes, by review
of other engagements in a similar area of practice and by review of
other work of supervisory personnel who participated in the ex
cluded engagements, that the engagements so excluded do not ma
terially affect the review coverage, then the review team ordinarily
would conclude that the scope of the review had not been unduly
restricted.
The field review should be concerned with the accounting and
auditing engagements performed by the United States offices of the
reviewed firm selected for review and the supervision and control of
work on segments of such engagements performed outside the United
States.10 The reviews of engagements should usually be directed to
ward the accounting and auditing work performed by the practice
offices visited, including work performed for another office of the
reviewed firm, for a correspondent firm, or for an affiliated firm. For
those situations in which engagements selected in the practice office
reviewed include the use of work of another office, correspondent,
or affiliate (domestic or international), the review, however, should
cover instructions issued for the engagement by the reviewed office
to the parties responsible for performing the work. In addition, the
review should encompass the procedures by which the reviewed of
fice maintains control over the engagement through supervision (in
cluding visits by its supervisory personnel to other locations)
and review of work performed by other offices, correspondents, or
affiliates.
There may be situations when information available to the review
team is insufficient for it to evaluate whether the reviewed firm’s
quality control policies and procedures have been applied in super
vising segments of engagements performed by other offices or firms.
In these instances, it will be necessary at least to obtain documenta
10 The committee acknowledges the practical difficulties inherent in extending
field reviews to cover work performed outside the United States on U.S. en
gagements by non-U.S. offices, affiliates, or correspondents of reviewed firms.
However, it also believes that the provisions of this document ultimately
should be applied to such engagements worldwide. Accordingly, a task force
is studying this matter and is expected to submit its initial findings and
recommendations to the committee before the completion of the first trien
nial reviews.
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tion from such other offices or firms; usually this may be accomplished
by forwarding the requested information to the reviewed office.

Background Information. The review team should obtain back
ground information from the reviewed firm, some of which will
have been obtained before the engagement was accepted, including
information available from the reviewed firm’s annual report filed
with the section. The information is used for planning purposes
(including selection of offices to be visited and engagements to be
reviewed) and should relate to the reviewed firm’s accounting and
auditing practice. The statistical information may be in terms of
approximate amounts or estimates: The following are examples
of background information that may be obtained from the reviewed
firm.
1. Description of the firm’s organization (an organization chart
may be useful).
2. Firm philosophy, including such matters as—
a. Firm goals or objectives.
b. Operating practices regarding service to clients and develop
ment of personnel.
c. Policies relating to industry specialization or practice spe
cialists.
d. Operating autonomy of practice offices (the extent of decen
tralization of authority).
3. Firm profile. (If the reviewed firm is a multi-office firm, the in
formation should be broken out by individual practice office.
Offices that are part of a larger practice unit may be grouped
together.)

a. Size—accounting and auditing hours. (If such an analysis is
not available, the reviewed firm may analyze total billings by
function, or make an estimate of the percentage of accounting
and auditing work.)
b. Number of professional accounting and auditing personnel,
analyzed by level.
c. Number of accounting and auditing clients, classified by “au
dited” and “unaudited” and by type—publicly held, privately
held, and not-for-profit.
d. Firm management-level personnel, analyzed by years with the
firm and areas of expertise.
e. Industry concentrations and specialty practice areas, such as
SEC or regulated industries.
f. Extent of use of correspondent firms on engagements.
g. Extent of international practice.
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h. Description of recent mergers.
i. Newly opened offices.
Study and Evaluation of the Quality Control System. After the
background information is obtained and studied, the review team
should commence its study and evaluation of the reviewed firm’s
quality control system. The objectives of the study are to evaluate
whether the quality control policies and procedures are appropri
ately comprehensive and suitably designed for the reviewed firm,
whether they are adequately documented, and whether the proce
dures for communicating them to professional personnel are appro
priate. This evaluation of comprehensiveness and suitability should
be considered further by the review team in the course of the
review and may be modified by the review team based on the results
of its other review and compliance testing procedures.
The reviewed firm’s quality control policies and procedures should
be considered in relation to (1) the guidance material contained in
Quality Control Policies and Procedures for Participating CPA
Firms and (2) the membership requirements of the section. This
process assists the review team in evaluating whether the reviewed
firm has given adequate consideration to, and adopted, appropri
ately comprehensive and suitably designed policies and procedures
for each of the elements of quality control and has complied with
the membership requirements of the section to the extent they are
applicable to its practice.

Extent of Compliance Tests. Based on its study and evaluation
of the reviewed firm’s quality control system, the review team should
develop programs to test compliance.11 The programs for compli
ance tests should be tailored to the practice of the firm under review
and should be sufficient to evaluate whether the reviewed firm’s
quality control policies and procedures have been adequately com
municated to professional personnel and whether they are being
complied with. The nature and extent of testing should take into
account the review team’s evaluation of the relative strengths and
weaknesses of the reviewed firm’s quality control policies and pro
cedures. Some of these compliance tests would be performed at
practice offices selected for review, some on a firmwide basis, and
others on an individual engagement basis. These tests may include —
• Inquiries of persons responsible for a function or activity.
• Review of selected administrative and personnel files.11
11 Instructions, checklists, and programs are available from the committee and
should be considered for their applicability.
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•
•
•
•

Interviews with firm professional personnel at various levels.
Evaluation of the firm’s inspection function.
Review of selected engagement working paper files and reports.
Review of other evidential matter.

Location of documentation—The review team should determine
the work to be accomplished at the reviewed firm regarding compli
ance with quality control policies and procedures and the location
of related documentation, which may be maintained in functional
or administrative files. In the case of a multi-office firm, attention
should be directed to a review of documentation maintained at the
executive office. For example, the executive office probably has sta
tistics, records, and other data relative to procedures regarding client
acceptance and continuance, hiring, training, promotion, and inde
pendence, and may also have data useful in evaluating compliance
with the firm’s quality control policies and procedures for consulta
tion and inspection.
Selection of offices—The process of office selection is not subject
to definitive criteria; visits to practice offices should be sufficient to
enable the review team to evaluate whether the reviewed firm’s
quality control policies and procedures are adequately communi
cated to professional personnel and whether they are being com
plied with.
In selecting both the number and location of practice offices to
be visited, the review team should consider the reviewed firm’s pre
viously furnished background information. The practice offices se
lected generally should be representative of the reviewed firm’s
accounting and auditing practice and, accordingly, should provide
a cross section of offices, giving consideration to their size and geo
graphic distribution. In addition, consideration should be given to
the selection of recently merged or recently opened offices.
The number and location of practice offices to be selected will
require the exercise of judgment by the review team. Considerations
that may affect the number and location of practice offices selected
for review would include (1) degree of centralization of accounting
and auditing practice control and supervision, (2) significance of
specialized industry practice, and (3) the review team’s evaluation
of the scope and adequacy of the reviewed firm’s inspection program.
The review team’s evaluation of the firm’s inspection program
may affect the selection of the number and location of offices to
be visited by the review team. In evaluating the firm’s inspection
program, the review team should consider such factors as whether
the scope of the inspection program is appropriate, whether the
working papers adequately document findings and conclusions,
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and whether the reports prepared are consistent with the findings
and conclusions of the firm’s inspection teams. The review team
also should test some of the findings and conclusions of the firm’s
inspection teams. These tests may be accomplished by comparison
of the findings of the review team with those of the firm’s inspection
teams, direct observation of inspection procedures in selected offices,
follow-up review of one or more offices previously visited by the
firm’s inspection teams, or a combination of such procedures. If the
review team concludes that the firm’s inspection results should be
considered along with its own findings in reaching an overall con
clusion, it ordinarily would reduce the number of offices otherwise
required to be visited by the review team.
Although the foregoing considerations preclude definitive guide
lines, exhibit A has been developed to assist a review team in select
ing offices in the review of a multi-office firm.

Selection of engagements — The segments of the firm’s accounting
and auditing practice reviewed should be sufficient to provide the
review team with a reasonable basis for its conclusions regarding
the appropriateness and suitability of the reviewed firm’s quality con
trol system and compliance therewith.
Engagements selected for review should provide a reasonable
cross section of the reviewed firm’s accounting and auditing prac
tice, considering concentration of engagements in specialized
industries. Greater weight should be given to selecting engagements
for publicly held clients, in view of the public interest in these
companies, and to selecting engagements that are large or complex or
that are the reviewed firm’s initial audits of clients in view of the
special considerations involved in such engagements. The review
team should select the engagements to be reviewed for each practice
office to be visited based on accounting and auditing practice statis
tics and other data. If they have not already done so, the review team
should obtain information such as the names of clients, the types
of industries, the client size (for example, revenues and assets),
whether the client is publicly held, privately held, or not-for-profit,
the number of engagement hours, and the names of the partner
and supervisory personnel associated with the engagements. An
effort should be made to include engagements of most of the partners
and other supervisory personnel in the reviewed office and to provide
a diversity of types of engagements.
The number of engagements to be selected or the percentage of
the firm’s accounting and auditing hours to be reviewed will be af
fected by the size and nature of the reviewed firm’s practice as well as
the method of selection employed by the review team. The review
team’s evaluation of the firm’s inspection program may affect the
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number of engagements selected for review and the percentage of
the firm’s accounting and auditing hours to be reviewed. In evalu
ating the firm’s inspection program, the review team should consider
such factors as whether the scope of the inspection program is ap
propriate, whether the working papers adequately document find
ings and conclusions, and whether the reports prepared are con
sistent with the findings and conclusions of the firm’s inspection
teams. The review team also should test some of the findings and
conclusions of the firm’s inspection teams. These tests may be accom
plished by comparison of the findings of the review team with those
of the firm’s inspection teams, direct observation of inspection pro
cedures in selected offices, follow-up review of one or more offices
previously visited by the firm’s inspection teams, or a combination
of such procedures. If the review team concludes that the firm’s
inspection results should be considered along with its own findings
in reaching an overall conclusion, it ordinarily would reduce the
number of engagements selected for review or the percentage of
the firm’s accounting and auditing hours otherwise required to be
reviewed by the review team.
Although these considerations preclude definitive guidelines, ex
hibit B has been developed to assist a review team in determining
judgmentally the number of accounting and auditing hours to be
reviewed.

Extent of Engagement Review. The objectives of the review of
engagements are to evaluate (1) whether there has been compliance
by the reviewed firm with its quality control policies and procedures
and (2) whether the quality control policies adopted and procedures
established by the reviewed firm are appropriately comprehensive
and suitably designed for its accounting and auditing practice. To
the extent necessary to achieve these objectives, the review of engage
ments should include review of financial statements, accountants’ re
ports, working papers, and correspondence and should include dis
cussion with professional personnel of the reviewed firm. The depth
of review of working papers for particular engagements is left to
the judgment of the reviewers; however, the review is directed pri
marily to the key areas of an engagement to determine whether, in
accordance with the reviewed firm’s quality control policies and pro
cedures, there were well planned, appropriately executed, and suit
ably documented procedures that were performed on the engage
ment.
In connection with these engagement reviews, the review team
may encounter indications of significant failures by the reviewed
firm to reach appropriate auditing and reporting conclusions. In
such situations, the review team should consider that it has not
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made an examination of financial statements in accordance with
generally accepted auditing standards, nor does it have the benefit
of access to client records, discussions with a client, or specific knowl
edge of a client’s business. Therefore, in the absence of compelling
evidence to the contrary, the review team should presume that repre
sentations concerning facts contained in the working papers are cor
rect. The review team should, however, pursue questions about
auditing or reporting matters with the reviewed firm when it be
lieves there may be a significant failure to reach appropriate conclu
sions in the application of professional standards, which include
generally accepted auditing standards and generally accepted ac
counting principles.
The review team should consider whether significant failures to
reach appropriate auditing and reporting conclusions are indicative
of significant deficiencies of the reviewed firm in complying with its
quality control policies and procedures or of significant inadequacies
in those policies and procedures. The pattern, pervasiveness, and
significance of the failures noted should be considered by the review
team in making its overall evaluation of the reviewed firm’s system
of quality control and compliance therewith.
The reviewed firm is required under generally accepted auditing
standards to take appropriate action under certain circumstances
with respect to subsequently discovered information that relates
to a previously issued report.12 Should the review team, during the
conduct of the review, believe that the reviewed firm may have is
sued an inappropriate report on a client’s financial statements, the
review team captain shall promptly inform an appropriate authority
within the reviewed firm. In such circumstances, it is the respon
sibility of the reviewed firm to investigate the matter questioned by
the review team and determine what action, if any, should be taken.
The reviewed firm should advise the review team of the results
of its investigation and document its actions taken or planned or its
reasons for concluding that no action is required. If the review
team believes that the actions taken by the reviewed firm do not meet
the requirements of generally accepted auditing standards, the review
team should refer the matter to the quality control review panel or to
the committee if no panel has been appointed for such review. If the
panel agrees with the conclusion of the reviewed firm, the panel
should ask the review team to reconsider its position. If the panel
agrees with the conclusion of the review team and the reviewed firm
does not change its position, the matter should be referred promptly
to the committee.
12 See AICPA, Professional Standards, vol. 1, AU section 561.
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Completion of the Review

Prior to issuance of its report, the review team should communi
cate its conclusions to the reviewed firm. This communication ordi
narily would take place at a meeting attended by appropriate repre
sentatives of the review team and the reviewed firm. Additionally,
the review team should notify the committee of the scheduled meet
ing to permit representatives of the committee or the public oversight
board to attend the meeting, if they so elect. The parties would dis
cuss the review team’s conclusions and any resulting impact on the
opinion to be issued as well as any matters that may require action
or suggestions (see also “Matters That May Require Action by the
Firm” under “Reporting on Quality Control Compliance Reviews”).
For the review of a multi-office firm, in addition to the communi
cation described in the preceding paragraph, the review team for a
practice office would normally communicate the findings of its re
view to appropriate individuals at the office reviewed.
Review Team Working Papers

Working papers are prepared by the review team to document
the work performed and the findings and conclusions. Additionally,
working papers provide information that is useful in the planning
of the subsequent review. The review team captain should furnish
instructions to the review team concerning the manner in which
working papers, programs, and checklists are to be prepared to
facilitate summarization of the review team’s findings and conclu
sions. Working papers and engagement review checklists should
not identify the reviewed firm’s clients (see also “Conflict of Interest”).
The working papers should include a memorandum covering
(1) the planning of the review, (2) the scope of work performed,
and (3) the overall findings and conclusions to support the report
issued.
Engagement review checklists and supporting materials relating
to individual clients of the reviewed firm should be retained after
the report has been issued for a period of time specified by the com
mittee to enable the committee and the public oversight board to
monitor this part of the review process; the committee may extend
this period on individual reviews when the committee believes the
section or the public oversight board may need to refer to such
checklists or materials to carry out its responsibilities. All other
working papers should be retained until the completion of the sub
sequent review required for continued membership or until the
time for such review has elapsed.
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Reporting on Quality Control Compliance Reviews
The Review Team’s Report

Upon completion of a quality control compliance review by a
committee-appointed review team, the review team should communi
cate its findings to the reviewed firm and furnish the reviewed firm
with a written report and, if applicable, a letter of comments on
matters that may require action by the firm.
For reviews conducted by member firms or by review teams author
ized but not appointed by the committee, the review team shall
communicate its findings to the reviewed firm and to the committeeappointed quality control review panel. The written report and
letter, if any, should be furnished to the reviewed firm, with a copy
to the quality control review panel.
The review team should notify the section that the review has
been completed and the report and letter have been issued. If no
letter is to be issued, the notification should so state.
It is the responsibility of the reviewed firm to promptly submit
a copy of the report and letter, if any, to the section.
The report and letter should be addressed to the partners, proprie
tors, stockholders, or officers of the reviewed firm and should be dated
as of the completion of the review. A report issued by a review team
appointed by the committee should be issued on AICPA letterhead
and signed by the review team captain on behalf of the review
team (without reference to the captain’s firm). A report by a review
team from a member firm should be issued on the reviewing firm’s
letterhead and signed by the firm.
The reviewed firm may advise its clients and its personnel of the
results of the review and indicate that the report is on file with the
section. Copies of the report also may be made available by a re
viewed firm to its clients, its personnel, and others.
Reporting Considerations

The review team’s evaluation of whether a reviewed firm’s quality
control system and compliance therewith conform with professional
standards requires both an understanding of the elements of
quality control and the exercise of professional judgment regard
ing their application to an accounting and auditing practice. Because
of the absence of quantitative measurement criteria, the evaluation
of the significance of perceived deficiencies in the system of quality
control or compliance therewith may be more difficult than the
evaluation of the materiality of exceptions noted in financial report
ing matters. In determining whether a review team will issue an
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unqualified report, the review team should consider factors such as
those that follow.

Deficiencies. The deficiencies noted should be considered for
their significance in relation to the reviewed firm’s (1) quality con
trol policies and procedures, (2) organizational structure, and (3)
nature of practice.
A deficiency noted in certain quality control policies and pro
cedures may be partially or wholly offset by other policies or pro
cedures. The review team should consider the interrelationships
among the elements of quality control and weigh deficiencies against
other compensating policies and procedures.

Compliance. Compliance, as used in this document, means ad
herence to prescribed policies or procedures in the substantial major
ity of situations; it does not imply adherence to prescribed policies
or procedures in every case. Variance in individual performance and
professional interpretation affects the degree of compliance with a
firm’s prescribed quality control policies and procedures. Adherence
to all policies and procedures in every case may not be possible;
nevertheless, a high degree of compliance is to be expected. The
review team should consider the nature, significance, and frequency
of instances of noncompliance noted in the review in evaluating
whether the reviewed firm has complied with its quality control
policies and procedures in the substantial majority of situations or
whether modification of the review team’s report is required.
In considering instances of noncompliance with prescribed quality
control policies and procedures that could affect the review team’s
report, the review team should discuss with the reviewed firm
whether the quality control policies and procedures in question ex
ceed policies and procedures that would be required in the circum
stances to achieve the objectives of a quality control system and to
meet membership requirements of the section. In such instances,
if the review team concludes that the quality control policies and
procedures in question exceed those required for membership in
the section, its report should be based on compliance by the re
viewed firm with those policies and procedures required to provide
the firm with reasonable assurance of conforming with professional
standards and the membership requirements of the section.
Unqualified Report
An unqualified report issued by a review team contains a statement
of the scope of the review, a description of the general characteristics
of a system of quality control, and the opinion (without qualification)
of the review team that the reviewed firm’s quality control system
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was appropriately comprehensive and suitably designed for the firm,
was adequately documented arid communicated to professional per
sonnel, and was being complied with to provide the firm with rea
sonable assurance of conforming with professional standards and the
membership requirements of the section.
An example of an unqualified report is presented as exhibit C of
this document.

Circumstances Requiring a Modified Report
Circumstances that ordinarily would require a modified report
are as follows:13
1. The scope of the review is limited by conditions that preclude
the application of one or more review procedures considered
necessary.
2. The review discloses significant deficiencies (see discussion of
“deficiencies,” above) in the quality control policies and pro
cedures prescribed for the firm’s accounting and auditing prac
tice, and/or discloses a significant lack of compliance (see dis
cussion of “compliance,” above) with the firm’s quality control
policies and procedures.
3. The review discloses a significant lack of compliance with the
membership requirements of the section.
In those instances in which the review team determines that a
modified report is required, the reasons should be adequately
disclosed.
Matters That May Require Action by the Firm
The review team may believe that there are matters that may
require action because modification would result in substantial
improvement in the reviewed firm’s quality control policies or pro
cedures, its compliance with them or with the membership require
ments of the section, or because they resulted in a modified report.14
The review team may, but is not required to, suggest specific changes.
The reviewed firm is required to respond in writing to the review
team’s comments on matters that may require action. Its response
should describe actions taken or planned with respect to such
matters. If the reviewed firm disagrees with the comments of the
review team, its response should describe the reasons for such dis
agreement.
13 A modified report may include a qualified opinion, an adverse opinion, or a
disclaimer of opinion.
14 See Appendix B, Guidelines for Preparing Letters of Comments.
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Engagement Discontinued Prior to Completion
In the event that a review is discontinued prior to completion, the
review team should advise the reviewed firm and the section in
writing of the reasons for the discontinuance.

Disagreement Within Committee-Appointed Review Teams
If a review team captain disagrees with a conclusion reached by a
review team member, the captain must document his reasons for
disagreement.
A disagreement regarding the type of report to be issued or the
comments on matters that may require action may arise among
members of a supervisory committee (where applicable) or among
review team members who have knowledge of the overall findings
of the review. When review team members are unable to resolve
such a disagreement, the matter should be documented and referred
to the peer review committee for resolution.
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EXHIBIT A—Guidelines for Selection of Offices
The following guidelines,* which should be read in conjunction
with guidance on selection of offices, may be considered for review
of multi-office firms:

Number of offices
in reviewed firm

Approximate number of offices
to be selected for review

2 to 15
over 15

Largest office plus 1 to 3 offices
15% to 25% of the reviewed firm’s of
fices (the selected offices should con
tain similar percentages of the firm’s
professional personnel and the firm’s
accounting and auditing hours)

* Exhibits A and B have been developed for guidance to review teams in the
initial period of implementation of the program and are subject to review at a
subsequent time to determine whether modifications are appropriate in the
light of experiences in practice.
Modification of these guidelines should be considered in relation to the dis
cussion of the review team’s evaluation of the scope and adequacy of the re
viewed firm’s inspection program and related discussion under “Selection of
offices” and “Selection of engagements.”
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EXHIBIT B—Guidelines for Accounting and
Auditing Hours to Be Reviewed

The following guidelines* may be considered in determining judg
mentally the percentage of a reviewed firm’s total accounting and
auditing hours to be selected for review:
Number of offices
in reviewed firm

Percentage of reviewed firm's total
accounting and auditing hours
to be reviewed

1 to 15
over 15

5% to 10%
3% to 6%

For example, if three offices of a ten-office firm were selected for re
view, engagements selected for review in those three offices should
represent between 5 percent and 10 percent of the reviewed firm’s
total accounting and auditing hours.
In selecting engagements for review, consideration should be given
to selecting those that represent a significant portion of the account
ing and auditing hours of an office selected for review or that individ
ually account for more than 5 percent of the reviewed firm’s account
ing and auditing hours.
Consideration should be given to selecting for review engage
ments for an appropriate number of publicly held clients and clients
in specialized industries, to provide for a reasonable cross section
of the reviewed firm’s practice. The time required to review selected
individual engagements is subject to variation, depending on the
size, nature, and complexity of the engagement, including engage
ments in specialized industries. For example, review time for smaller
engagements generally may be expected to be proportionally greater
than that required for larger engagements in relation to total hours
for those engagements.
In performing the engagement review portion of the review, it can
be anticipated that the time required by the review team for review
of all engagements selected may be expected to vary from 1 percent
to 3 percent of the aggregate hours incurred by the reviewed firm to
perform these engagements.
* See note at Exhibit A, page 2-25.
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EXHIBIT C—Unqualified Report

[Firm or AICPA Letterhead]

[Date]

To the Partners
Jones, Smith & Co.

We have reviewed the system of quality control for the accounting
and auditing practice of Jones, Smith & Co. in effect for the year
ended June 30, 1979. Our review was conducted in conformity with
standards for quality control compliance reviews promulgated by
the peer review committee of the SEC practice section of the AICPA
Division for CPA Firms (the section). We tested compliance with
the Firm’s quality control policies and procedures (at the Firm’s exec
utive office and at selected practice offices in the United States)1 and
membership requirements of the section to the extent we considered
appropriate. These tests included the application of the Firm’s poli
cies and procedures on selected accounting and auditing engage
ments. (We tested the supervision and control of portions of
engagements performed outside the United States.)1
2
In performing our review, we have given consideration to the fol
lowing general characteristics of a system of quality control. A firm’s
system of quality control encompasses its organizational structure
and the policies adopted and procedures established to provide the
firm with reasonable assurance of conforming with professional
standards in the conduct of its accounting and auditing practice. Pro
fessional standards are expressed in terms of broad concepts and
objectives rather than detailed procedures, and their application
requires the exercise of professional judgment in a variety of cir
cumstances. The extent of a firm’s quality control policies and pro
cedures and the manner in which they are implemented will de
pend upon a variety of factors, such as the size and organizational
structure of the firm, the nature of its practice, and its philosophy
about the degree of operating autonomy appropriate for its people.
Variance in individual performance and professional interpretation
affects the degree of compliance with a firm’s prescribed quality
control policies and procedures; therefore, adherence to all policies
and procedures in every case may not be possible, but compliance
does require adherence to prescribed policies or procedures in the
substantial majority of situations.
1 To be included, as appropriate, for reviews of multi-office firms.
2 To be included for reviewed firms with offices, correspondents, or affiliates out
side the United States. Appropriately modified wording should be used if the
reviewed firm uses correspondents or affiliates domestically, if significant to the
scope of the review.
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In our opinion, the system of quality control for the accounting
and auditing practice of Jones, Smith & Co. for the year ended
June 30, 1979, was appropriately comprehensive and suitably de
signed for the Firm, was adequately documented and communicated
to professional personnel, and was being complied with during the
year then ended to provide the Firm with reasonable assurance of
conforming with professional standards and the membership re
quirements of the section.
AICPA Review Team no.

William Brown
Team Captain
or

Johnson & Co.
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for review by
a firm

APPENDIX A—Interpretation: Independence
and Conflict of Interest
Interpretation

Services provided by one accounting firm for another do not im
pair independence or create a conflict of interest provided (a) the
fees for such services are not material to either the reviewed firm
or the reviewing firm and (b) the services are not an integral part of
the reviewed firm’s system of quality control.
The independence and conflict of interest requirements also
apply to members of quality control review panels, committee mem
bers, and others involved in reviewing working papers prepared
in conjunction with a quality control compliance review; however,
the requirements do not apply to such individuals’ firms. All par
ticipants should recognize that the federal securities laws governing
insider trading might apply to them.
Examples

The following examples illustrate how the independence and con
flict of interest requirements are to be interpreted.

Question: Firm A audits the financial statements of Firm B’s pen
sion plan. Could Firm B perform a quality control compliance
review of Firm A?
Answer: Yes, provided the fees incurred for the review or audit
are not material to either of the firms. An audit of financial state
ments is a customary service of an accounting firm.
Question: Firm A is engaged by Firm B to perform a quality
control document review and/or a preliminary quality control pro
cedures review (as those terms are defined in Voluntary Quality
Control Review Program for CPA Firms). Could Firm A also per
form a quality control compliance review of Firm B?
Answer: Yes.

Question: A partner in Firm A serves as an expert witness on
behalf of Firm B or on behalf of a party opposing Firm B. Are Firms
A and B independent of each other?
Answer: Yes, provided that the fee is not material to either firm
and provided that the outcome of the matter, if adverse to Firm B,
would not have a material effect on its financial condition or its
ability to serve clients.
Question: Firm A has an arrangement with Firm B whereby Firm
A sends its staff to Firm B’s continuing education programs. Could
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Firm B perform a quality control compliance review of Firm A?

Answer: No, because Firm B would be in effect reviewing its own
continuing education programs. However, occasional attendance by
representatives of Firm A at Firm B’s programs would not preclude
Firm B from reviewing Firm A.

Question: Firm A occasionally consults with Firm B with respect
to specific accounting, auditing, or financial reporting matters. Are
Firms A and B independent of each other?
Answer: Yes, unless the frequency of the consultation is such that
Firm B is an integral part of Firm A’s consultation process.
Question: On a few of its audit engagements, Firm A retains Firm
B to perform a preissuance review of the audit report and accom
panying financial statements. Could Firm B perform a quality
control compliance review of Firm A?
Answer: No. Even if this were an infrequent event, it would be
significant because Firm B would be in part reviewing its own work.
Question: Firm B uses Firm A’s accounting and auditing manual
as its primary reference source. Are Firms A and B independent of
each other?
Answer: No. If Firm A were the reviewing firm, it would be review
ing its own accounting and auditing policy statements. If Firm B
were the reviewing firm, it would be doing likewise to the extent it
adopted the same or similar policies. However, if the manual is
used as only a part of the firm’s overall reference library, independ
ence would not be impaired.
Question: Firm A performs a quality control compliance review
of Firm B. Subsequently, Firm C performs a quality control com
pliance review of Firm B, and Firm D of Firm A. Would the
restriction against reciprocity be violated if Firm B were now to
review Firm A?
Answer: No. Although the “Standards for Performing and Reporting
on Quality Control Compliance Reviews” state that reciprocal re
views are not permitted, that provision is only intended to prohibit
back-to-back reviews, that is, when each firm has not had an inter
vening review by another firm or team.
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APPENDIX B—Guidelines for Preparing
Letters of Comments

The “Standards for Performing and Reporting on Quality Control
Compliance Reviews” (standards), issued by the peer review commit
tee of the SEC practice section of the AICPA Division for CPA Firms,
indicate that the review team ordinarily would furnish the reviewed
firm with a letter of comments (letter) in conjunction with a
quality control compliance review. Pursuant to the committee’s
administrative procedures, such letters are available for public in
spection. The purpose of these guidelines, which should be read in
conjunction with the standards, is to provide guidance to assist the
review team in the preparation of the letter.

Objective of the Letter
The objective of the letter is to report to the reviewed firm matters
that the review team believes may require action because those
matters:
• Would result in substantial improvement in the reviewed firm’s
quality control policies or procedures or its compliance with them
or with the membership requirements of the section.
or
• Resulted in a modified report.

The letter also provides information that will assist the peer
review committee and the public oversight board in carrying out
their responsibilities.
Contents of Letter

In addition to the matters that resulted in a modified report, the
letter also should include for consideration of the reviewed firm
the following matters:
• Recommendations that the review team believes would result in
substantial improvement in the reviewed firm’s quality control
policies or procedures.
• Noncompliance in more than infrequent situations with a sig
nificant quality control policy or procedure or with a membership
requirement of the section, even though the reviewed firm com
plied in the substantial majority of situations with such policies,
procedures, and requirements.
Suggestions and comments for consideration of the reviewed firm
not meeting the above criteria might include suggestions concerning
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efficiency or economy or comments concerning (1) infrequent in
stances of noncompliance with the reviewed firm’s quality control
policies or procedures or (2) noncompliance with the reviewed
firm’s policies or procedures that have no significant bearing on
the reviewed firm’s compliance with professional standards. These
suggestions and comments should be communicated to the reviewed
firm either orally or, if the reviewed firm requests, in a separate
section of the letter.
Evaluating Instances of Noncompliance
It is not expected that a reviewed firm will achieve adherence to
its quality control policies and procedures or the membership re
quirements of the section in every situation. Variance in individual
performance and professional interpretation affects the degree of
compliance. However, compliance does require adherence to pre
scribed policies and procedures and to the membership require
ments in the substantial majority of situations.
As used herein, “infrequent” means an immaterial number of
deviations in relation to the number of items tested. This criterion
would be applied in evaluating noncompliance on engagements in
relation to the number of engagements reviewed, noncompliance
by offices in relation to the number of offices visited, and noncompliance with a membership requirement in relation to the popu
lation to which the requirement applies. This concept is consistent
with the purpose of reporting noncompliance to the reviewed firm,
that is, to point out actual or potential practice problems.
In addition to the frequency of noncompliance, the significance
of the quality control policy or procedure or the membership re
quirement not complied with and the nature of the noncompliance
should be considered in determining whether a comment should be
included in the letter.
When the letter includes a comment on noncompliance with a
prescribed policy or procedure of the reviewed firm but the practice
followed by the firm is nevertheless considered adequate for the
firm, the letter should so state.

The Letter
The letter should be addressed, dated, and signed in the same
manner as the report and should be issued concurrently with it.
The standards require that the review team notify the section when
the review has been completed and the report and letter have been
issued. If no letter is to be issued, the notification should so state.
The letter should include
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• A reference to the report indicating if it was modified.
• A description of the purpose of the review.
• A statement that the review was made in accordance with stand
ards promulgated by the section.
• A description of the limitations of a system of quality control.
• Recommendations (if any) for substantial improvement in quality
control policies or procedures.
• Noncompliance (if any) in more than infrequent situations with a
significant quality control policy or procedure, or with a member
ship requirement of the section, even though the reviewed firm
complied in the substantial majority of situations with such
policies, procedures, and requirements.
• Matters (if any) that resulted in a modified report.
• A statement that the matters discussed in the letter were considered
in determining the opinion of the system of quality control.
Exhibit 1 illustrates how the foregoing matters may be covered
in a letter of comments.
If the reviewed firm (through its ongoing development of quality
control policies and procedures) has identified areas requiring modi
fication of its existing quality control policies or procedures before
a quality control compliance review is commenced, and has accom
plished such modification prior to completion of the review, it is
not necessary to include a comment on such items in the letter unless
they resulted in a modified report.
Although not required, the letter may indicate how corrective
action or the recommendations might be implemented. The letter
also may include comments concerning actions taken, in process,
or to be taken by the reviewed firm.
The reviewed firm is required to write a response to the letter
describing its proposed action or indicating why it believes that
action is not required.
Exhibit 2 is an example of the application of these guidelines.
It illustrates the following four types of comments (an example is
not provided of a comment relating to noncompliance with the
membership requirements of the section).

Matters that might result in a modified report —
• Modification concerning the system of quality control.
• Modification concerning compliance with quality control policies
and procedures.
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Matters that would not result in a modified report —
• Recommendation for improvement in the system of quality
control.
• Noncompliance in more than infrequent situations with a signifi
cant quality control policy or procedure, even though the re
viewed firm complied in the substantial majority of situations
with such policies and procedures.
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Exhibit 1—Sample Letter of Comments
[Firm or AICPA Letterhead]
[Date]

To the Partners
Jones, Smith & Co.

We have reviewed the system of quality control for the accounting
and auditing practice of Jones, Smith & Co. in effect for the year ended
June 30, 1979, and have issued our report thereon dated [date] (which
was modified as described therein). This letter should be read in con
junction with that report.
Our review was for the purpose of reporting upon your system of
quality control and your compliance with it and with the membership
requirements of the SEC practice section of the AICPA Division for CPA
Firms (section). Our review was performed in accordance with the
standards promulgated by the peer review committee of the section;
however, our review would not necessarily disclose all weaknesses in the
system or lack of compliance with it or with the membership require
ments of the section because our review was based on selective tests.
There are inherent limitations that should be recognized in consider
ing the potential effectiveness of any system of quality control. In the
performance of most control procedures, departures can result from mis
understanding of instructions, mistakes of judgment, carelessness, or other
personal factors. Projection of any evaluation of a system of quality
control to future periods is subject to the risks that the procedure may
become inadequate because of changes in conditions or that the degree of
compliance with the procedures may deteriorate.
(Following would be a description of
Recommendations that the review team believes would result in
substantial improvement in the reviewed firm’s quality control
policies or procedures.
Noncompliance in more than infrequent situations with a significant
quality control policy or procedure or with a membership require
ment of the section, even though the reviewed firm complied in
the substantial majority of situations with such policies, procedures,
and requirements.

Matters that resulted in a modified report.)
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The foregoing matters were considered in determining our opinion set
forth in our report dated September 15, 19XX, and this letter does not
change that report.
AICPA Review Team no.___________

William Brown
Team Captain
or
Johnson & Co.

for review by
a firm

Exhibit 2—Example of Application of Guidelines
for Preparing Letters of Comments
Generally accepted auditing standards require adequate planning of
audit work. Statement on Auditing Standards no. 22, Planning and
Supervision, which interprets the first standard of field work, provides
guidance concerning planning considerations and procedures, suggests
the preparation of a preliminary audit planning memorandum for large
and complex entities, and requires the preparation of one or more
written audit programs.
The following items illustrate matters concerning audit planning
that might be included in a letter of comments. The examples are not
intended to indicate minimum policies or procedures with respect to
audit planning.

Matters That Might Result in a Modified Report
Modification Concerning the System of Quality Control
Finding—We believe that the firm’s system of quality control is not
appropriately comprehensive and suitably designed because the quality
control policies and procedures do not require preparation of written
audit programs as required by professional standards.
Action required—The firm’s quality control policies and proce
dures should be revised either to include a specific requirement that
written audit programs be prepared for each audit engagement or to
incorporate SAS no. 22 by reference.
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Modification Concerning Compliance With Quality Control
Policies and Procedures

Finding—The firm’s quality control policies and procedures require
preparation of a written audit program for each audit engagement. We
believe the firm was not in compliance with its system of quality control
for its accounting and auditing practice because it had prepared written
audit programs in less than the substantial majority of audit engagements
we reviewed.
Action required—The firm should comply with its procedure in
this regard.
Matters That Would Not Result in a Modified Report
Recommendation for Improvement in the System of Quality Control

Finding—The firm’s quality control policies and procedures do not
require documentation of its planning on audit engagements. However,
as a result of reviewing time records, discussions with audit engagement
team personnel, and so forth, we were satisfied that audit planning was
adequate.
Recommendation for improvement—Although not required by pro
fessional standards, we believe the firm’s quality control policies and
procedures should be revised to include a requirement that audit plan
ning be documented for audits of large and complex entities.

Documentation of Compliance With a Significant Quality
Control Policy or Procedure
Finding—The firm’s quality control policies and procedures require
partners in charge of engagements to supervise the planning of such
engagements and to document that involvement. In several of the engage
ments we reviewed, the extent of partner supervision of the planning
process could not be determined solely from the working papers.
Partners in charge of such engagements informed us that they had
supervised the planning but had not documented that supervision.
Recommendation for improvement—We recommend that partners
in charge of engagements document their supervision of the planning
process.
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APPENDIX C—Interpretation: Selecting the Review Year
Question: The “Standards for Performing and Reporting on Quality
Control Compliance Reviews” state that the review should cover a
period of one year to be mutually agreed upon by the reviewed firm
and the review team. The standards also state that client engage
ments subject to review would be those with years ending during
the year under review unless a report for a subsequent year has been
issued at the time the review team selects engagements. What factors
should be considered in selecting the review year?
Interpretation: It is contemplated that engagements for clients with
fiscal year-ends corresponding with the review year-end will be in
cluded in the scope of review. Accordingly, the review team should
schedule its engagement reviews over a period that takes into con
sideration the anticipated completion dates of such engagements.
This is particularly important when the reviewed firm has a con
centration of client engagements covering the same period as the
review year. Also, the review year-end should be sufficiently in ad
vance of December 31 to enable the reviewers to complete the review
by December 31, if the review is required to be conducted during
that calendar year.
As a practical matter, it is expected that most firms will select a
review year-end from March 31 through September 30. This would
avoid a review during the “busy” season and would facilitate the
completion of the review by December 31.
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Section 3

Standards for Quality Control
Review Panels

NOTICE TO READERS
The statement entitled “Standards for Quality Control Review Panels’’
(revised May 1979) was adopted by the members of the peer review
committee of the SEC practice section of the AICPA Division for CPA
Firms (the committee) in accordance with its voting procedures, which re
quire that a majority of members approve the issuance of standards. The
committee was authorized to establish standards for conducting and re
porting on peer reviews in the document entitled “Organizational Struc
ture and Functions of the SEC Practice Section . . .” adopted by resolution
of Council of the AICPA.
Review panel members shall adhere to the standards contained
herein. The committee shall review these standards from time to time to
determine whether any modification, update, or amendment is required
in light of future developments in practice.
SEC PRACTICE SECTION
Peer Review Committee (May 1979)

Donald L. Neebes, Chairman
William J. Badecker, Jr.
Ernest E. Bartholomew
Paul B. Clark, Jr.
J. Michael Cook
Larry D. Ellison
George J. Frey
James I. Konkel
Joseph X. Loftus
Harry T. Magill
Daniel E. Mead
William B. Nicol

John P. Shea
Michael A. Walker
Delmar G. Wilsey

AICPA Staff
Thomas P. Kelley, Managing
Director—Technical
John F. Cullen, Manager
SEC Practice Section
Ted M. Felix, Director
Quality Control Review
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Standards for Quality Control
Review Panels
(Revised May 1979)
This statement describes the purpose, composition, functions, and
report of a quality control review panel (panel). It should be
read in conjunction with the “Standards for Performing and Report
ing on Quality Control Compliance Reviews,” which have been is
sued by the peer review committee (committee) of the SEC practice
section (section) of the AICPA Division for CPA Firms.

Purpose
The purpose of a panel is to perform certain specified functions
with respect to the specific quality control compliance review to
provide a basis for its opinion on whether the system of quality
control for the accounting and auditing practice of the reviewed
firm for the year under review was appropriately comprehensive
and suitably designed for the firm, was adequately documented and
communicated to professional personnel, and was being complied
with during the year to provide the firm with reasonable assurance
of conforming with professional standards.

Composition
The size of a panel is based on such characteristics of the reviewed
firm as its size, the nature of its accounting and auditing practice,
and the number of its offices. Ordinarily, a panel for a large multi
office firm will consist of three members, and a panel for a smaller
firm will consist of one member.
Panel members are appointed by the committee, which also
designates one of them to serve as chairman. They should be
partners of member firms, currently involved in the audit function,
independent of the reviewed firm, and not partners in firms with
which a review team is associated. In addition, retired partners of
member firms may serve on multimember panels, provided that
while in active practice they were involved in the audit function;
however, only one such individual may serve on each panel, and he
may not be the chairman. Ordinarily, a panel member should per
form his duties personally.
To provide for both continuity and fresh insights, ordinarily
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one member of a panel should have served on the panel for the
preceding quality control compliance review of the reviewed firm,
and two members should not have.

Functions

A panel fulfills its responsibilities by performing the functions set
forth below. These functions differ significantly from the pro
cedures a reviewing firm performs pursuant to the “Standards for Per
forming and Reporting on Quality Control Compliance Reviews.’’
Accordingly, a panel places extensive reliance on the work of the
review team. The functions a panel performs, which are the bases
for its opinion, are as follows:

• Determine before the review team commences its review that it
meets the qualifications set forth in the “Standards for Performing
and Reporting on Quality Control Compliance Reviews,” and is
qualified to perform this review.
• Obtain a general familiarity with the reviewed firm’s quality con
trol policies and procedures.
• Concur in the nature and scope of the review procedures to be
performed by the review team, including the bases for the selection
of practice offices and of engagements to be included in the field
review. Where practicable, the panel should meet with represent
atives of the review team as part of the performance of this func
tion.
• Visit selected practice offices of the reviewed firm during the
course of the review team’s reviews of those offices. The purposes
of the panel’s visits are to confirm its general familiarity with
the reviewed firm’s quality control policies and procedures and
to observe the work performed by the review team in its tests
of the reviewed firm’s compliance with them. During such
visits, the panel should review on a test basis (1) working papers
prepared by the review team and (2) working papers and other
documentation prepared by the reviewed firm that the review team
previously had reviewed. It is contemplated that the review of
the reviewed firm’s working papers by the panel ordinarily would
be less extensive than that of the review team. The panel also
should discuss the review team’s findings and conclusions with
representatives of the review team and observe their final discus
sion of such findings and conclusions with representatives of the
reviewed firm. Ordinarily, only one panel member would represent
the panel at each office it determines to visit, but each panel
member should visit at least one office.
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• Review the review team’s findings and conclusions with respect
to offices visited by the review team but not by a panel member.
Ordinarily, only one panel member would perform this function
with respect to each such office.
• Read the review team’s memorandum summarizing the over
all scope, findings, and conclusions. The panel should satisfy it
self concerning the appropriateness of any significant changes in
the nature and scope of the planned review procedures and of
the reviewed firm’s exclusion of engagements from the scope that
the review team had selected for review.
• Observe the review team’s final discussion of its overall findings
and conclusions with the reviewed firm.
• Read the review team’s letter of comments on matters that may
require action by the reviewed firm to improve its quality control
policies and procedures. The panel’s principal purpose in reading
this letter is to determine whether it is consistent with the review
team’s findings.
• Read the report of the review team.
The panel should plan its work carefully to facilitate coordina
tion with the review team and the reviewed firm. The extent of a
panel’s work should be determined by considering, among other
matters, the size of the reviewed firm, the experience of the individ
uals performing the review and, if applicable, the experience of the
reviewing firm, and the problems encountered in the conduct of
the review.
Before a panel issues its report, it should advise the committee
with respect to any unreconciled differences of opinion among its
members or any unreconciled differences of opinion between the
panel and either the review team or the reviewed firm. A panel should
consider the committee’s views before completing its report. For
this purpose, a difference of opinion is a matter of sufficient im
portance that it may affect the panel’s report.
Concurrent with the issuance of its report, a panel should for
ward its working papers to the committee. The panel’s working
papers should include its work program and those memorandums
necessary to document the panel’s findings and conclusions.

Report
The panel’s report should summarize the scope of its review, describe
the general characteristics of a system of quality control, and state
whether the system of quality control for the accounting and audit
ing practice of the reviewed firm for the year under review was
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appropriately comprehensive and suitably designed for the firm,
was adequately documented and communicated to professional per
sonnel, and was being complied with during the year to provide
the firm with reasonable assurance of conforming with professional
standards.* An example of a panel’s report in connection with a firmon-firm review is set forth on pages 3-9-3-10 as an exhibit.
The report should be dated as of the completion of the panel’s
work. The chairman of a multimember panel should sign the
report indicating that the majority of the members are in agreement
with the report. A panel member must advise the committee of any
disagreements with the majority.
Signed copies of the report should be furnished to the commit
tee (which will make the report available for public inspection), to
the reviewed firm, and to the review team.

* The review team’s report also will comment on whether the reviewed firm
is in conformance with the section’s membership requirements. The panel
need not comment on this matter.
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EXHIBIT—Quality Control Review Panel Report
in Connection With a Firm-on-Firm Review
[AICPA Letterhead]

October 23, 1979

To the Partners of ABC & Co., and
Peer Review Committee
SEC Practice Section
AICPA Division for CPA Firms

Report of Quality Control Review Panel on ABC & Co.
We were appointed by the peer review committee to serve as the
quality control review panel for the review of the system of quality
control for the accounting and auditing practice of ABC & Co. for the
year ended June 30, 1979. Our opinion in this report is based upon
our performance of the following functions in accordance with the
standards established for quality control review panels:
• Determined before X&Y commenced its review that X&Y met
the qualifications for a reviewing firm and was qualified to per
form this review.
• Obtained a general familiarity with ABC & Co.’s quality control
policies and procedures.
• Concurred in the nature and scope of the review procedures per
formed by X&Y, in advance of their application, including the
bases for the selection of practice offices and of engagements to be
included in the field review.
• Visited selected ABC & Co. practice offices during the course of
X&Y’s reviews of those offices for the purposes of confirming our
general familiarity with ABC & Co.’s quality control policies and
procedures and observing the work performed by X&Y in its
tests of ABC & Co.’s compliance with them. During such visits,
we reviewed on a test basis working papers prepared by X&Y
and working papers and other documentation prepared by
ABC & Co. that X&Y previously had reviewed. We also discussed
X&Y’s findings and conclusions with its representatives and were
present during their final discussion of such findings and conclu
sions with representatives of ABC & Co.
• Reviewed

X&Y’s

findings

and

conclusions

with

respect

to

ABC & Co. offices visited by X&Y but not by us.
• Read X&Y’s memorandum summarizing the overall scope, find
ings, and conclusions.
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• Observed X&Y’s final discussion of its overall findings and con
clusions with ABC & Co.
• Read X&Y’s letter commenting on matters that may require action
by ABC & Co. to improve its quality control policies and proce
dures.
• Read the accompanying report of X&Y.
In performing our work, we have given consideration to the
following general characteristics of a system of quality control. A
firm’s system of quality control encompasses its organizational struc
ture and the policies adopted and procedures established to provide
the firm with reasonable assurance of conforming with professional
standards in the conduct of its accounting and auditing practice.
Professional standards are expressed in terms of broad concepts and
objectives rather than detailed procedures, and their application
requires the exercise of professional judgment in a variety of cir
cumstances. The extent of a firm’s quality control policies and
procedures and the manner in which they are implemented will
depend upon a variety of factors, such as the size and organizational
structure of the firm, the nature of its practice, and its philosophy
about the degree of operating autonomy appropriate for its people.
Variance in individual performance and professional interpretation
affects the degree of compliance with a firm’s prescribed quality
control policies and procedures; therefore, adherence to all policies
and procedures in every case may not be possible, but compliance
does require adherence to prescribed policies or procedures in the
substantial majority of situations.
Based on the functions performed as set forth above, in our
opinion, the system of quality control for the accounting and audit
ing practice of ABC & Co. for the year ended June 30, 1979, was
appropriately comprehensive and suitably designed for the firm, was
adequately documented and communicated to professional per
sonnel, and was being complied with during the year then ended
to provide the firm with reasonable assurance of conforming with
professional standards.

Quality Control Review Panel no.

John W. Doe
Chairman
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Administrative Procedures
of the Peer Review Committee of
the SEC Practice Section of the
AICPA Division for CPA Firms
(Revised July 1979)

This section sets forth the procedures to be followed in administer
ing the SEC practice section peer review program. They have been
approved by the peer review committee of the SEC practice section.
Reviews may be conducted either by a team appointed or author
ized by the committee or by a member firm engaged by the reviewed
firm.
Each year, the committee will notify the managing partners of
member firms scheduled to have a review in that year. The firm
will be asked to advise the committee whether the review will be
performed by a team appointed or authorized by the committee
or by a member firm. The firm will be advised that the committee
must be informed of the firm’s arrangements for the review by
June 30 to enable the committee to appoint a review team or panel,
as applicable, with sufficient time for the team or panel to com
plete its work by the end of the year.

Data Files
Review Teams and Quality Control Review Panels

Annually, the managing partners of member firms are asked to nomi
nate audit partners and audit managers for service on review teams
and quality control review panels. Each person nominated submits
a profile, indicating the extent of accounting and auditing and pro
fessional experience, the extent of participation in quality control
review programs, areas of special expertise, and available time for
the coming year.
The chairman of the committee, with the staff’s assistance, identi
fies those reviewers who appear to possess the requisite qualifications
for serving as team captains and panel members.
The data files of reviewers, team captains, and panel members
are updated annually during the first quarter of each year.
Upon completion of the review, the team captain evaluates the
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performance of each member of the review team. Evaluations are
limited to recommendations concerning assignment to future reviews
as a team member or captain.
Firm-on-Firm Reviews

Annually, managing partners are asked to indicate whether their
firms would consider accepting engagements to perform peer
reviews of other member firms. Firms willing to accept such en
gagements are included in listings made available to other member
firms on request. These listings are updated annually when the data
files are updated.

Arranging Reviews
Committee-Appointed Review Teams
Prior to Review. Member firms request a review by sending a letter
to the committee staff. The staff will reply by letter requesting
relevant background information.
Upon receipt of the background information, a team captain
and team members will be selected by the staff from the reviewer
data file; the team members will be approved by the captain.
Review team members will be asked to make known any reason
why it would be inappropriate for them to participate in the review.
Subsequent changes in team members or the addition of specialists
to the review team will be made by the team captain with the
concurrence of the staff.
No one may serve as team captain for more than two successive
reviews of the same firm.
The staff will draft an engagement letter which will include a
fee estimate. After the team captain approves the engagement
letter, it will be sent to the firm for signature.
In the engagement letter the reviewed firm will be advised of the
names of reviewers and their firms. If it believes there is a conflict
of interest, the reviewed firm will have the opportunity to request
reconsideration of any proposed team member. A reviewer will
not normally be assigned to the review of an office in the same
geographical area in which the reviewer practices unless the reviewed
firm waives this consideration.

During Review. If only one individual is designated by the team
captain to visit either the executive office or a practice office, that
individual must be a partner. When more than one team member
is involved, a partner will be designated to be in charge.
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The review team captain will notify the committee staff of the
scheduled exit conference with the reviewed firm sufficiently in
advance so that representatives of the committee or the public over
sight board may attend if they wish.
Subsequent to Review. The review team captain will submit to
the reviewed firm the team’s report and the letter of comments, if
any, on matters that may require action and will notify the com
mittee staff that the review has been completed and that the report
and letter, if any, have been issued. The reviewed firm will be re
sponsible for submitting the report, the letter, and the reviewed
firm’s response to the committee. Review team working papers will
be sent to the AICPA’s New York office.
A member of the committee or its staff may make such inquiry
(before, during, or after the review) into the scope and conduct
of the review as is deemed necessary in the circumstances, including
inspection of the reviewer’s working papers.

Firm-on-Firm Reviews
If a member firm elects to have a review conducted by another mem
ber firm, the reviewed firm must notify the committee staff prior
to commencement of the review. The staff will reply by letter
requesting relevant background information. Upon receipt of the
background information, a quality control review panel will be
selected. The panel may be selected by the staff from those indi
viduals identified in the data file as possessing the requisite quali
fications for serving as panel members or may be selected by the
chairman of the committee to meet the requirements of a particular
review. If there are three panel members, one will be designated
chairman.
The staff will draft an engagement letter, including a fee estimate
for the panel. After the chairman of the panel approves the engage
ment letter, it will be sent to the firm for signature. The responsi
bilities of this panel are described in the “Standards for Quality
Control Review Panels.” The committee’s oversight function is
discharged by the participation of the panel.
The same person may not serve as the reviewing firm’s engage
ment partner for more than two successive reviews of the same firm.
Working papers for firm-on-firm reviews are to be retained by
the reviewing firm, but are to be available for inspection by the
panel, the committee, and the public oversight board. At the con
clusion of the review, the firm will notify the staff of the committee
of when and where the working papers will be available for review.
Engagement review checklists and supporting materials related to
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individual clients of the reviewed firm should be retained for
ninety days after the date of that notification. The committee may
request the firm to extend this retention period when it believes
that the section or the public oversight board may need additional
time to refer to such working papers to carry out its responsibilities.
Panel working papers will be sent to the AICPA’s New York office.
Procedures for notifying the committee and submitting reports and
letters of comment are the same as for committee-appointed review
teams.

Committee-Authorized Reviews
The “Standards for Performing and Reporting on Quality Control
Compliance Reviews” provide that the committee may authorize as
well as appoint a review team. The committee has established proce
dures under which it will authorize associations of CPA firms to ad
minister reviews. Although the committee has not established pro
cedures under which it would authorize other organizations (for
example, an organization created for the primary purpose of ad
ministering peer reviews for the section) to administer reviews, the
committee intends to follow the framework established for associa
tions of CPA firms in considering requests from such organizations.
Reviews Administered by Associations of CPA Firms. Reviews ad
ministered by an association of CPA firms will encompass a team
appointed by the association or by a reviewing firm that is a member
of the same association as the reviewed firm.

Initial request for committee authorization—An association wish
ing authorization to administer reviews will forward a written
request to the committee. The request is to include the following:
1. The name of the association, the name(s) of person(s) authorized
by the association to discuss the request with the committee or
its designee and the telephone numbers and addresses of the
authorized persons.
2. The names of the association’s member firms that intend to
participate as reviewed firms and, regarding each such firm, a
statement of intent concerning whether the review will be per
formed by a team appointed by the association or by a member
firm of the association.
3. A statement that the authorized representatives of the association
referred to above, its executive director or equivalent, and its
executive committee or equivalent are familiar with the criteria
for independence among association members set forth herein
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after and, to the best of their knowledge, believe the association
and its member firms meet the criteria.
4. A description of the association’s involvement in quality con
trol elements, items within such elements, or section member
ship requirements related to quality control, which might con
stitute a common quality control element or item among the
association’s member firms.1 The association should state whether
it believes the element or item constitutes a common quality
control element or item and the reason(s) for that belief.
5. A description of the plan for administering the program includ
ing procedures to be used to
a. Obtain assurance that the association’s independence criteria,
set forth hereinafter, are being met. (This assurance should
include a confirmation from member firms concerning the
limitation on correspondent fees.)
b. Develop and maintain a bank of qualified reviewers and
assure that those designated to be team captains are qualified.
6. An acknowledgement of the requirement to notify the commit
tee’s staff of the scheduled exit conference between the re
viewers and the reviewed firm sufficiently in advance so that
representatives of the committee or the public oversight board
may attend if they wish.
Following review of the request, the staff will advise the association
whether additional information is required and the date on which
the committee intends to consider the association’s request. The
committee will reserve the right to review the methods, procedures,
and files relating to the association’s administration of the program.

Renewing a plan of administration—For each subsequent year for
which an association wishes to renew a plan in effect during the
preceding year, the information included in the original request
should be updated and resubmitted.

Criteria for independence—When reviews are administered by an
association, the association and its member firms are required to
meet the following criteria regarding professional, economic, and
administrative independence:
1 Examples of matters contemplated by this request include instances where

the association, one of its member firms, or a person associated with either the
association or one of its member firms (a) has developed all or a significant
part of the continuing education program or an audit manual used by some
or all of the association member firms or (6) makes available a person to
perform a concurring partner review of reports on financial statements.
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1. Professional Independence
a. The association, as distinct from its member firms, does not
perform any professional services other than those it provides
to its member firms.
b. The association does not obtain or attempt to obtain pro
fessional engagements for its member firms. This includes
advertising for the purpose, expressed or implied, of obtain
ing professional engagements for its member firms. However,
the association may respond to inquiries and prepare bro
chures that individual member firms, not the association, may
use to obtain professional engagements.
c. The association does not warrant or make public representa
tions regarding the quality of professional services performed
by its member firms. However, member firms may inde
pendently publicize their membership in the association.
2. Economic Independence
a. Member firms of the association do not share directly or
indirectly or participate in the profits of each other. (Cor
respondent fees are considered as revenue and not as partici
pation in profits.)
b. Referral or participating work among member firms is ar
ranged directly by the firms involved.
3. Administrative Independence
Member firms are not subject to any requirements that they
adhere to any association-prescribed professional or administra
tive policies relating to accounting and auditing practice or to
the use of association-prescribed technical materials in the per
formance of professional engagements. (This criterion does not
apply to association requirements relative to intra-association
reviews and/or peer reviews.)
Common quality control elements or items—Certain materials or
programs (a) may have been primarily developed or administered
by either (1) the association or (2) one of its member firms for
the benefit of association member firms or (b) may be used by
many of the association’s member firms. The association should
identify such materials and programs and determine whether they
constitute common quality control elements or items. If it is deter
mined that any constitute a common quality control element or
item, the association should arrange, at its own expense, for a review
of the materials or programs to determine if they are suitably
designed.
Reviews of such materials or programs may be performed by a
committee-appointed review team or by a firm that is a member
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of the section, but not a member of an association that has an
interest in the review. The committee will not appoint to the
review team a person with a firm that is a member of the association
or a person that may have a conflict of interest with respect to the
review. If the materials or programs have been developed by a
person or entity not affiliated with the association or its member
firms, that person or entity may arrange for a review.
Generally, the periods covered by reports on reviews of common
materials or programs should coincide with, or be about the same
as, the periods covered by reviews under an association program.
If the period covered by the review of the common materials or
programs differs significantly from the review period, the reviewer
should consider the acceptability of that review in light of all rele
vant factors. For example, factors that may be considered include
the extent to which the reviewed firm uses the common materials
or programs, the date of the most recent review, and changes in
the materials or programs since that date. The nature of the report and
items included in the letter of comments for the most recent review
also should be considered. The special report resulting from the
review of the common materials or programs is to be available to
the association’s member firms and their reviewers.2 The committee
reserves the right to require such a review of materials or programs
it believes constitute a significant common quality control element
or item.

Quality control review panel—In addition to performing the func
tions set forth in the “Standards for Quality Control Review Panels,”
the quality control review panel also will
1. Consider the material set forth elsewhere in this subsection
under “Criteria for independence” and “Prior to review” when
determining whether the association-appointed reviewers or the
reviewing firm meet the qualifications for reviewers.
2. Be aware of the possible existence of common quality control
elements or items while obtaining a general familiarity with
the reviewed firm’s quality control policies or procedures.
3. Read any report and letter of comments relating to common
quality control elements or items.
2 In addition to considering the report relating to the suitability of design of
the materials or programs, reviewers of association firms consider the applica
bility of such materials and programs to the practice of the firm being reviewed.
The report on the reviewed firm should not make reference to the review
of the element or item.
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No partner of a firm that is a member of the same association as
the reviewed firm may be appointed to the panel.
Prior to review—A firm electing a review under an association pro
gram should notify the committee’s staff and furnish a copy of that
notification to the association.
The notification should confirm that the firm meets the appli
cable criteria set forth herein relating to economic and admin
istrative independence. The firm has the responsibility to make
arrangements with the association for its review and to provide
timely notification to the section so that a quality control review
panel can be appointed.
In appointing reviewers or administering firm-on-firm reviews,
the association should consider

1. The prohibition against reciprocal reviews described in the
“Standards for Performing and Reporting on Quality Control
Compliance Reviews.” In addition, no partner of a reviewed
firm should be assigned as a reviewer of the firms of the partnerlevel members of the review team during the current year or
the three-year period commencing with the completion of that
review.3
2. Whether fees for correspondent work among the involved firms
are material. Fees for correspondent work are not deemed
material to either the reviewed firm or each reviewer’s firm
unless such fees in the current year or any year during the twoyear period preceding the review period are greater than one
percent of the fee revenue of either the reviewed firm or each
reviewer’s firm for such period.
3. The interpretation on independence and conflict of interest
published by the committee.
All reviewers appointed by the association must be with a firm
that is a member of both the section and the association, except in
situations where, as required by the nature of the reviewed firm’s
practice, individuals (consultants) with expertise in specialized areas
are needed. See “Standards for Performing and Reporting on
Quality Control Compliance Reviews—Qualifications for Individuals

to Serve as Reviewers.”

3 For example, assume member firm A is reviewed by a team composed of a
team captain (who is a partner of member firm B), a partner of member
firm C, and a manager from member firm D; the review is completed on
December 1, 1980. No partner in member firm A may be assigned as a member
of a team reviewing member firms B or C until after November 30, 1983.
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Working papers—Working papers prepared by association-appointed
review teams will be retained by the association. Working papers for
firm-on-firm reviews will be retained by the reviewing firm. In either
instance, working papers will be available for subsequent inspection
by the quality control review panel, the committee, and the public
oversight board. At the conclusion of the review, the firm or the
team will notify the committee staff of when and where the
working papers will be available for review. Engagement review
checklists and supporting materials related to individual clients
of the reviewed firm should be retained for ninety days after the
date of that notification. The committee may request the firm or
the team to extend this retention period when it believes that the
section or the public oversight board may need additional time to
refer to such working papers to carry out its responsibilities. Panel
working papers will be sent to the AICPA’s New York office. Proce
dures for notifying the committee and submitting reports and letters
of comment will be the same as for committee-appointed review
teams.

Committee Consideration of Reports on Peer Reviews

Reports on quality control compliance reviews by quality control
review panels and review teams will be received by the committee,
together with letters of comments, if any, and responses to those
letters by reviewed firms.
Unqualified reports unaccompanied by a letter of comments
will be accepted by the committee and placed in the public files,
absent information regarding matters that might reasonably have
been expected to be included in a letter of comments. However,
if an apparent inconsistency between a review team’s findings and
its decision not to prepare a letter of comments is brought to the
committee’s attention by a quality control review panel, by a
committee representative acting in an oversight capacity, by the
public oversight board, or by other means, the matter will be
pursued to a conclusion. In some situations, this may lead the com
mittee also to inquire regarding the factors considered by the review
team in concluding that an unqualified report was appropriate in
the circumstances.
The committee intends to consider each letter of comments and
the reviewed firm’s response to it to determine what action, if any,
it should take. If no action is deemed necessary, the report, the
letter of comments, and the reviewed firm’s response to the letter
will be accepted by the committee and placed in the public files.
If further inquiry or action is initiated, a committee member will be
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assigned to follow the matter until it is concluded; whereupon, all
relevant documents will be accepted by the committee and then
placed in the public files.

Qualified Report

The committee will make whatever inquiry and initiate whatever
action is necessary concerning the qualification. Without limiting
the committee’s options in this regard, this might include
1. Obtaining further information from the quality control review
panel, the review team, or the reviewed firm if deemed necessary
to an understanding of the facts and circumstances.
2. Obtaining written assurance from the reviewed firm of when and
how the matter giving rise to the qualification will be treated.
3. Obtaining positive documentary evidence that the matter has
been appropriately treated by the reviewed firm.
4. Requesting the review team to revisit the firm to consider
whether appropriate action has been taken.
5. Recommending to the executive committee that sanctions be im
posed on the reviewed firm.
When the letter of comments also covers matters unrelated to the
subject of the qualified report, the committee’s consideration of such
matters will be as set forth below.
Unqualified Report Accompanied by Letter of Comments

The committee will consider the letter of comments and the re
viewed firm’s response and decide whether to accept the documents
as filed or to take further action. Inquiries made or actions taken
may include items 1, 2, 3, or 4 under the foregoing or others appro
priate in the circumstances. Several factors may influence the com
mittee’s decision; these include the committee’s judgment regarding
whether
1. The matter relates to a professional standard, a professional prac
tice (not a standard), or a technique in achieving a quality con
trol objective.
2. There are mitigating circumstances or alternative procedures
that have been applied so that quality control objectives are
achieved despite the matter commented upon.
3. The reviewed firm’s response presents either a satisfactory course
of action or explains why action is unnecessary.
4. The reviewed firm’s response to a clearly significant matter ap
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pears to be an arbitrary rejection of the comment or an inap
propriate conclusion not to take action.
Terminated Reviews
The “Standards for Performing and Reporting on Quality Control
Compliance Reviews” require that the committee be notified in
writing when a review is terminated and that the substantive reasons
for the termination be given. Such a letter ordinarily will be ac
cepted by the committee and placed in the public files. In some
circumstances, however, the committee may wish to inquire further
into the reasons for the termination and to supplement the record
with a memorandum of that inquiry. When a review is terminated
during its very preliminary stages and no substantive review work
is accomplished, neither a letter of termination nor the creation of a
“review file” is necessary, although the committee nevertheless may
wish to satisfy itself regarding the reasons therefor.

Files
The committee’s files will be maintained at the AICPA’s New York
office, classified as follows:
Not Available
Available for Public Inspection
for Public Inspection
The firm’s membership application and Administrative files.
related documents (e.g., waiver of a Working papers.
Annual continuing edu
membership requirement).
cation report.
An association’s request for committee
authorization to administer a peer
review program, and the grant thereof.
Report on peer review.
Report on review of common quality
control elements or items of an associa
tion.
Panel report (where required).
Letter of comments on matters that may
require action, and reviewed firm’s re
sponse.
Letter of comments resulting from a re
view of common elements or items of
quality control and the association’s
or, if applicable, the member firm’s
response.
Information concerning sanctions im
posed by executive committee, if any.
Notification of termination of review,
if applicable.
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The firm’s membership application and related documents will be
retained for three years. Documents relating to a review will be
retained until completion of the subsequent review or until the
time for such review has elapsed.
Fees

For firm-on-firm reviews, firms will make their own fee arrangements.
For committee-appointed review teams and quality control re
view panels, fees will be charged at rates established annually by the
committee, based upon the average standard billing rates of all re
viewers committed to the program (separate rates for partners and
managers). Rates so computed will be stratified by size of reviewers’
firms and, if differences by size of firms are significant, the rates will
be applied to reviewed firms according to comparable size categories.
Out-of-pocket expenses will be billed at actual cost.
The procedure for submitting bills will be as follows. The team
members or panel members will submit their bills for time and ex
penses to the team captain or panel chairman for approval. The
captain or chairman then will submit the approved bills, together
with his own, to the AICPA.
AICPA staff will use this billing information to prepare and sub
mit its bill to the reviewed firm or, if applicable, the association, and
will add a predetermined surcharge to cover the costs of administer
ing the program. This surcharge also will be deemed to cover the
cost of inquiry into the performance of committee-appointed team
reviews by committee members or staff.

Exceptions to Membership Requirements
The committee may grant exceptions to partner rotation require
ments when substantive compliance is not practicable because of a
firm’s size. Alternative procedures to a concurring review may be
authorized in cases of unusual hardship. Ordinarily, an acceptable
alternative would be a concurring review made by a partner of an
other member firm.
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Peer Review Committee
Meeting and Voting Procedures
(Revised April 1979)
Introduction
The executive committee of the SEC practice section of the AICPA
Division for CPA Firms is responsible for implementing the divi
sion’s self-regulation program as it relates to the SEC practice section.
AICPA Council has designated the executive committee as a “senior
committee” with authority to make public statements without clear
ance from Council or the board of directors on matters relating to
the program. The executive committee appoints the peer review
committee (the committee), which comprises fifteen individuals from
member firms.

Objectives of Peer Reviews
The section’s bylaws require that member firms undergo a peer re
view every three years or at such additional times as designated by
the executive committee. The objectives of these peer reviews, as set
forth in the document entitled “Organizational Structure and Func
tions of the SEC Practice Section ...” are to determine that
1. Member firms, as distinguished from individuals, are maintaining
and applying quality controls in accordance with standards estab
lished by the Institute’s quality control standards committee.
Reviews for this purpose shall include a review of working papers
rather than specific “cases.” (The existence of “cases” in a firm
might raise questions concerning its quality controls.)
2. By reviewing the procedures of member firms, appropriate steps
are being taken to gain proper assurance about the quality of
work done on those portions of audits performed in other
countries.
3. Member firms are meeting membership requirements.

Committee Responsibilities and Functions
As set forth in the section’s organizational document, the committee
shall
1. Administer the program of peer reviews for member firms.
2. Establish standards for conducting reviews.
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3. Establish standards for reports on peer reviews and publication
of such reports.
4. Recommend sanctions and other disciplinary decisions (includ
ing whether the name of the affected firm is published) to the
executive committee.
5. Consult from time to time with the public oversight board.
6. Keep appropriate records of peer reviews that have been con
ducted.

In discharging its responsibilities, the committee, through its
staff, coordinates its activities to the extent necessary with the
private companies practice section, the quality control standards
committee, and the division of professional ethics.
Structure
Staff support for the committee consists of the director of the SEC
practice section, appointed by the president of the Institute, and
managers and assistants authorized by the director.
Subcommittees and task forces are appointed by the chairman
of the committee to assist the committee in carrying out its responsi
bilities, and their work is subject to review by the committee. A
subcommittee is a standing group entirely or partially composed of
committee members. A task force is a group entirely or partially
composed of committee members appointed to undertake a special
project and terminates on the completion of its assignment.

Meeting Procedures
Conduct of Meetings
Meetings are conducted on an informal basis, rather than in con
formity with formal rules of order. Because the work of the com
mittee is deliberative in nature, a free exchange of ideas is es
sential. It is believed that adherence to formal rules of order would
inhibit that free exchange.
Alternates to Committee Members
Alternates to committee members may attend meetings as substitutes
and, in the absence of the committee members, will be accorded
all member privileges except that they cannot participate in a written
ballot on establishment of standards or interpretations or on recom
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mendations for sanctions or other disciplinary actions against a
member firm.

dvisors and Observers
Representatives of member firms may attend all committee meetings
as advisors to committee members or as observers, except for the
portions of meetings at which recommendations for sanctions or other
disciplinary actions against member firms are discussed.

Privilege of the Floor
Members of the committee, their alternates (in the absence of
the committee members), the chairman of the board of the Institute,
the chairman of the section’s executive committee, the president of
the Institute, and the director of the section have the privilege of
the floor during committee meetings. The privilege of the floor also
will be extended to chairmen of subcommittees and task forces and
AICPA staff when matters relating to their activities are being
discussed.
The chairman may grant advisors and observers the privilege
of the floor, provided a request for such privilege is received suf
ficiently in advance of the meeting and the specific subject to be dis
cussed is identified.

Quorum Requirement
An official meeting of the committee will not be held unless at least
eight members are present, excluding alternates.

Minutes of Meetings
The staff will prepare minutes of committee meetings setting forth
principal actions taken and decisions reached. The minutes will be
submitted to the committee for approval at its next meeting.
Minutes covering the portion of committee meetings devoted
to discussing recommended sanctions or other disciplinary actions to
be imposed against member firms will refer only to the fact that
certain files, identified by file code, were considered.

Availability of Documents, Minutes, and Correspondence
Much of the committee’s work is devoted to subjects for which docu
ments are prepared and made available to member firms and other
interested parties. Such documents include standards for performing
and reporting on reviews and interpretations thereof and guidelines
and instructions for making such reviews.
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The section has been exempted from the Institute’s open meet
ing policy, and, therefore, information such as agendas, minutes,
drafts of documents, and committee correspondence will not be
made available to the general public. However, all information
concerning the activities of the committee will be made available
to the public oversight board upon request.
Meeting Sites

The Institute’s policy on meeting sites is contained in a resolution
on committee meeting locations adopted by the board of directors
(see Appendix).

Public Oversight Board
The activities of the committee are subject to oversight by the public
oversight board. Members of the board or their representatives may
attend meetings of the committee and have the privilege of the floor.
Voting Procedures
Standards and Interpretations of Standards
The issuance of standards and interpretations of standards requires
the written approval of eight committee members. Members may
elect to qualify their approval of a standard or interpretation or dis
sent to its adoption; however, neither the existence of a qualified
assent or dissent nor the reasons therefor are published with the
standard or interpretation. If the total of (1) the committee mem
bers who dissent to publication of a final statement or interpretation
and (2) the committee members who qualify their approval o
publication of a final statement or interpretation with respect to the
same issue exceed seven, the document will not be approved.
The committee considers the need to solicit views from mem
ber firms and interested parties on proposed standards and interpre
tations on a case-by-case basis. The written approval of eight
committee members is required to publish a discussion draft of a
proposed standard or interpretation. Members may elect to dissent
(but not qualify their assent) to the publication of a discussion draft;
however, neither the existence of a dissent nor the reasons therefor
will be published with the discussion draft.
Issuance of a statement or interpretation requires the written
authorization of the committee chairman, the chairman of the sub
committee or task force, if any, and the director. Such individuals
are authorized to make editorial changes to drafts upon which mem
bers balloted, provided the substance of the statement or interpreta
tion is not changed.
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Other Matters Requiring Committee Approval

All other matters requiring approval of committee members are
adopted based on the affirmative votes of a majority of committee
members eligible to vote. Such votes may be taken by a show of
hands, by written ballot, or by telephone poll conducted by the chair
man or the staff, as determined by the chairman in each instance.
Abstention From Committee Discussions and Voting
A committee member is required to absent himself from the
deliberations and is not eligible to vote on a matter that relates to
the member’s firm, or to a peer review performed by the member’s
firm or in which he participated, or when he believes he may have a
conflict of interest.

Correspondence
The committee relies heavily on correspondence for information
about agenda items and other matters relating to its operations. Cor
respondence from other members of the committee and its sub
committees and task forces is often used by members in reaching
their decisions on proposals. Accordingly, all correspondence solicit
ing comments should be acknowledged by each member, even if
such acknowledgement merely indicates that the member has no
comments or suggestions on the proposal.
Copies of all correspondence should be sent to all individuals
included on distribution lists prepared by the director. All requests
for comments should identify the distribution list that should be
used. The distribution lists ordinarily include the members of the
committee, their alternates and advisors, selected members of the
staff, and, as applicable, members of subcommittees and task forces.
Individuals on a distribution list may ask to receive a reasonable
number of extra copies of correspondence.
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APPENDIX—Resolution on Location of AICPA
Committee Meetings
Adopted by the Board of Directors
February 22, 1973
(Revised December 12, 1975)

The board of directors has approved the following criteria to be
used in the selection of sites for meetings of Institute committees.
Except in unusual circumstances, the meetings should be held
at sites that
1. Minimize the time and distance of travel of a majority of com
mittee members and staff.
2. Are readily accessible by air transportation.
3. Are reasonably accessible from airports by public transportation.
4. Provide good accommodations at a reasonable cost.
5. Avoid surroundings that are likely to detract from the success of
the meeting.
6. May coincide with the site of another meeting at which the
majority of committee members will be in attendance.
7. Accommodate the needs of other groups with which the com
mittee must meet to conduct its business.
Resort area sites may be utilized if they meet all of the above
criteria.
The board of directors recognizes that it is not possible or even
desirable to attempt to eliminate the application of judgment in
selecting the location of committee meetings. However, if it ap
pears necessary to depart from these guidelines, the decision to do so
should be cleared with the president of the Institute.
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Continuing Professional Education
Requirement of the SEC Practice
Section of the AICPA Division
for CPA Firms
I. Basic Requirement

A. The purpose of the basic continuing professional educa
tion requirement is to help professionals in member firms
maintain and enhance their professional knowledge and com
petence. The requirement applies to all professionals in mem
ber firms, including CPAs and non-CPAs, who are in the United
States. All such professionals are required to participate in at
least twenty hours of qualifying continuing professional educa
tion every year, and in at least one hundred twenty hours
every three years. Exceptions to this requirement are set forth
in sections I.D. and II, below. Compliance with this require
ment will be determined annually for the three most recent
educational years. Professionals are expected to maintain the
high standards of the profession by selecting quality educa
tion programs to fulfill their continuing education require
ments.
B. Persons classified as “professional staff” (including part
ners) in a member firm’s annual report to the SEC practice
section shall be considered “professionals” for purposes of these
continuing professional education policies. (See section IV 3
(g)(6) of “Organizational Structure and Functions of the SEC
Practice Section. . . .”)
C. Each member firm may select any year-long period (educa
tional year) for applying these continuing professional educa
tion policies. The educational year may differ from the
member firm’s fiscal year, and if so, that should be stated in
the annual report filed with the SEC practice section. (See
section IV 3 (g) of the “Organizational Structure and Functions
of the SEC Practice Section. . . .”) Any change in a member
firm’s educational year shall be stated in the member firm’s
annual report for the year in which the change is made.
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D. The following requirements apply to those professionals
who were not employed by the member firm during the entire
three educational years covered by the firm’s annual education
report:
• Professionals who were not employed during the entire
most recent educational year being reported upon are not
required to have participated in any continuing professional
education.
• Professionals who were employed during the entire most re
cent educational year being reported upon, but not during
the entire most recent two educational years, are required
to have participated in at least twenty hours of qualifying
continuing professional education during the most recent
educational year.
• Professionals who were employed during the entire most
recent two educational years being reported upon, but not
during the entire most recent three educational years, are
required to have participated in at least twenty hours of
qualifying continuing professional education during each of
the two most recent educational years.
E. Any professional who has not participated in the required
number of continuing professional education hours during the
period covered by the member firm’s annual education report
shall have the two months immediately following that period
to make up the deficiency. Any continuing professional educa
tion hours claimed during the two-month period to make up
a deficiency may not also be counted toward the twenty-hour
requirement of the educational year in which they are taken.
Further, any continuing professional education hours claimed
during the two-month period to make up any deficiency for the
preceding three educational years may not also be counted
toward the one-hundred-twenty-hour requirement of any three
educational-year period that does not include at least one of the
three educational years in the three-educational-year period for
which the deficiency was made up.
II. Effective Date and Transition
These policies are effective January 1, 1978. Except as stated
below, a member firm shall be subject to these policies as of
the beginning of its first educational year. For each member
firm, this year shall begin during the first full year after it
becomes a member of the SEC practice section.
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During a member firm’s first two educational years, all
professionals must participate in at least twenty hours of con
tinuing professional education each year, except as provided
in section I.D.
During a member firm’s first five educational years, it or
an individual professional only need maintain or retain the
records, data, or evidence of attendance or completion referred
to in sections VLB, C, and D since the beginning of the
member firm’s first educational year.

III. Programs Qualifying

A. The overriding consideration in determining whether a
specific program qualifies as acceptable continuing education
is that it be a formal program of learning that contributes
directly to the individual’s professional competence.

B. Continuing education programs of the type described in
section III.C will qualify if
1. An agenda or outline of the program is prepared in advance
and retained. (The agenda or outline should indicate the
name(s) of the instructor(s), the subject matter covered,
and the date(s) and length of the program.)
2. The educational portion of the program is at least one hour
(fifty-minute period) in length.
3. A record of attendance is maintained.
4. The program is conducted by a qualified instructor or dis
cussion leader. A qualified instructor or discussion leader
is anyone whose background, training, education, or experi
ence is appropriate for leading a discussion on the subject
matter at the particular program.

C. Attendance at the following formal group programs will
qualify if they contribute directly to the individual’s profes
sional competence and meet the requirements set forth in
item B above:
1. Professional education and development programs of na
tional, state, and local accounting organizations.
2. Technical sessions at meetings of national, state, and local
accounting organizations and their chapters.
3. University or college courses (both credit and non-credit
courses).
4. Formal in-firm education programs.
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5. Programs of other organizations (accounting, industrial,
professional, and so forth).
6. Professional society and committee meetings that are struc
tured as educational programs.
7. Dinner, luncheon, and breakfast meetings that are struc
tured as educational programs.
8. Firm meetings for staff and/or management groups that
are structured as educational programs.
Portions of such meetings devoted to administrative and
firm matters often cannot be included. For example, portions
devoted to the communication and application of a professional
policy or procedure may qualify. However, portions devoted to
member firm financial and operating matters generally would
not qualify.
D. Formal correspondence or other individual study programs
that require registration and whose sponsors provide evidence
of satisfactory completion will qualify in the year in which
the program is completed with the amount of credit to be
determined as specified in section V.B, below.
E. Publication of books and articles will qualify in the year
in which they are published, provided they contribute directly
to the professional competence of the author.
F. Serving as an instructor or discussion leader at continuing
education programs will qualify to the extent it contributes
directly to the individual’s professional competence.

IV. Qualifying Subjects
The following general subject matters are acceptable.

Accounting
Auditing
SEC Practice
Taxation
Management Advisory Services
Computer Science
Communication Arts
Mathematics, Statistics, Probability, and Quantitative
Applications in Business
Economics
Business Law
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Functional Fields of Business, i.e.,
Finance
Production
Marketing
Personnel Relations
Business Management and Organization
Business Environment
Specialized Areas of Industry, i.e.,
Film Industry
Real Estate
Farming

Administrative Practice (see section III.C. 8 above), i.e.,
Engagement Letters
Economics of an Accounting Practice
Practice Management
Personnel

Areas other than those listed above may be acceptable if
the member firm or the individual can demonstrate that the
area contributes directly to the individual’s professional compe
tence.
V. Measurement of Continuing Professional
Education Hours
A. Credit for participating in formal group programs of
learning (that is, those specified in section III.C) that meet the
requirements set forth in section III.B shall be determined as
follows:

1. Only class hours or the equivalent (and not student hours
devoted to preparation) will be counted unless the prepara
tion meets the requirements in section III.D.
2. For university or college courses that the professional suc
cessfully completes for credit, each semester hour credit
shall equal fifteen hours of continuing professional educa
tion, and each quarter hour credit shall equal ten hours.
3. Continuing education credit will be given for whole hours
only, with a minimum of fifty minutes constituting one
hour. For example, one hundred minutes of continuous
instruction would equal two hours; however, more than
fifty minutes but less than one hundred minutes of continu
ous instruction would count for only one hour. For con
tinuous programs, when individual segments are less than
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fifty minutes, the sum of the segments may be considered
one total program. For example, five thirty-minute pre
sentations equal one hundred fifty minutes, which would
equal three hours of continuing professional education
credit.
4. Professionals who arrive late, leave before a program is
completed, or otherwise miss part of a program are expected
to claim credit only for the actual time they attend the
program.
B. The credit hours for formal correspondence or other indi
vidual study programs recommended by the program sponsor
will be granted, provided the requirements in section III.D
are met and the sponsor has both—

1. Pre-tested the program to determine average completion
time.
2. Recommended that the credit be equal to one-half the
average completion time.
If the program sponsor has not done both (1) and (2)
above, a participant may claim credit, in whole hours only,
in an amount equal to one-half the time actually spent on
the program. For example, a participant who takes six hundred
minutes to complete such a formal correspondence or individual
study program may claim six hours of continuing professional
education credit.
C. Credit for one hour of continuing professional education
will be granted for each hour completed as an instructor or
discussion leader to the extent it contributes directly to the
individual’s professional competence.
In addition, an instructor or discussion leader may claim
up to two hours of credit for advance preparation for each hour
of teaching, provided the time is actually devoted to prepar
ation. For example, an instructor may claim up to eighteen
hours of credit for teaching three hundred minutes (six hours
for teaching and twelve hours for preparation). Credit (for
either preparation or presentation) will not be granted for
repetitious presentations of a group program.
The maximum credit as an instructor or discussion leader
(including time devoted to preparation) may not exceed sixty
hours during any three-educational-year period.
D. Credit for one hour of continuing professional education
will be granted for each hour devoted to writing a published
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book or article, provided it contributes directly to the author’s
professional competence.
The maximum credit for published books and articles may
not exceed thirty hours during any three-educational-year
period.
VI. Reporting and Supporting Evidence

A. Each member firm must file an annual education report
with the SEC practice section within four months after the
completion of each educational year. The report shall indicate
whether all professionals met the applicable continuing profes
sional education requirements during the educational years
being reported upon (see sections I and II). If not all of
them did, the report shall indicate the number who did not.
The report shall also indicate the number of professionals by
level (senior, manager, partner, and so forth) who had not met
the applicable requirements by the end of the two-month grace
period (see section I.E.) and the reasons why they had not met
the requirements.
Except as provided in section II, above, each member firm
must maintain appropriate records for each professional for
its most recent five educational years. These records should
contain the following information for each continuing profes
sional education activity for which credit is claimed for the
individual:
1.
2.
3.
4.
5.

Sponsoring organization.
Location of program (city/state).
Title of program and /or description of content.
Dates attended or completed.
Continuing professional education hours claimed.

Except as provided in section II above, each member
firm must retain for at least five educational years the following
data for programs that it sponsors:
1. A record of completion or attendance indicating the number
of hours of continuing professional education credit for
each participant.
2. An agenda or outline of the program, indicating the
name(s) of the instructor(s), the subject matter covered, and
the date(s) and length of the program.
3. The location(s) of the program (city/state).
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4. The materials (any reading materials, problems, case studies,
visual aids, instructors’ manuals, and so forth) used in
the program.
For continuing professional education activities which are
not sponsored by the member firm, either the firm or the
individual professional must retain appropriate evidence of at
tendance or completion for at least five educational years,
except as provided in section II, above.
Such evidence might include—
1. For a university or college course that is successfully com
pleted for credit, a record of the grade the person received.
2. For other formal group programs, an outline and evidence
of attendance or of having been the instructor or discussion
leader.
3. For formal correspondence or other individual study pro
grams, the evidence of satisfactory completion provided by
the sponsor.
4. For published books and articles, a copy of the book or
of the journal in which the article appeared.
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Section 7

Minimum Liability Insurance
Requirement

Minimum Amount of Liability
Insurance Requirement of the
SEC Practice Section of the
AICPA Division for CPA Firms
(Revised June 1979)

Introduction

The requirements for member firms, as set forth in the document
entitled “Organizational Structure and Functions of the SEC Prac
tice Section ...” states in part that member firms shall be obligated
to “maintain such minimum amounts and types of accountants’
liability insurance as shall be prescribed from time to time by the
executive committee.”

Requirement
In connection with the foregoing membership requirement, the
executive committee has established the following minimum
amount of liability insurance coverage that member firms shall
be obligated to carry:
Member firms with five or more SEC clients are required to
maintain minimum coverage on an annual combined single
limit policy, including defense costs, of $100,000 per partner
and staff person (excluding employees not engaged in work
for clients); such member firms will, however, be required to
maintain a minimum of $2,000,000 of insurance but will not
be required to maintain more than $10,000,000. A member
firm without SEC clients or with one to four SEC clients will
be required to maintain $50,000 of liability insurance coverage
per qualified staff person (defined as all personnel except re
ceptionists and messengers), with a minimum of $250,000 and a
maximum of $5,000,000.

Member firms may apply to the insurance committee of the SEC
practice section for relief from this requirement in hardship cases.
The executive committee shall review this requirement periodically

to determine whether any modification is required in light of future
developments in practice.
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Statement on
Quality Control Standards

November 1979

Issued by the Quality Control Standards Committee

System of Quality Control
for a CPA Firm
(This statement provides that a CPA firm shall have a system of quality control
and describes elements of quality control and other matters essential to the
effective implementation of the system.)

1. Quality control for a CPA firm, as referred to in this statement, applies
to all auditing and accounting and review services for which professional
standards have been established.1 Although the provisions of this state
ment may be applied to other segments of a firm’s practice, such as
providing tax services or management advisory services, their applicability
to those segments of practice is not prescribed by this statement, except to
the extent that such services are a part of the abovementioned auditing
and accounting and review services.
2. In providing professional services, a firm has a responsibility to con
form with professional standards. In accepting this responsibility, there is a
presumption that the firm will consider the integrity of individuals in deter
mining its professional relationships, that the firm and its people will be
independent of its clients to the extent required by the AICPA’s rules of
conduct, and that the firm’s personnel will be professionally competent, will
be objective, and will exercise due professional care.1
2 To provide itself
1. Firm is defined in the AICPA rules of conduct as “A proprietorship, partnership, or profes
sional corporation or association engaged in the practice of public accounting, including
individual partners or shareholders thereof.” Professional standards, as referred to in this
statement, are those that relate to the professional qualities and performance of individual
members of the AICPA and, accordingly, include the rules of conduct of the AICPA, pro
nouncements of the AICPA Auditing Standards Board and its predecessor committees, and
pronouncements of the AICPA Accounting and Review Services Committee.
2. Unless the text states otherwise, the term personnel encompasses all of a firm’s profes
sionals performing services to which this statement applies and includes proprietors,
partners, principals, and stockholders or officers of professional corporations, and their pro
fessional employees.

Copyright © 1979 by the
American Institute of Certified Public Accountants, Inc.
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with reasonable assurance of meeting its responsibility to provide profes
sional services that conform with professional standards, a firm shall have
a system of quality control.

System of Quality Control
3. A system of quality control for a firm encompasses the firm’s organiza
tional structure and the policies adopted and procedures established to
provide the firm with reasonable assurance of conforming with profes
sional standards. The system of quality control should be appropriately
comprehensive and suitably designed in relation to the firm’s organiza
tional structure, its policies, and the nature of its practice.

4.

Any system of quality control has inherent limitations that can reduce
its effectiveness. Variance in individual performance and understanding of
professional requirements affects the degree of compliance with a firm’s
prescribed quality control policies and procedures and, therefore, the ef
fectiveness of the system.

5. The system of quality control for a U.S. firm should provide the firm
with reasonable assurance that the segments of the firm’s engagements
performed by its foreign offices or by its domestic or foreign affiliates or
correspondents are performed in accordance with professional standards
in the United States.3

Establishment of Quality Control Policies and
Procedures
6.

The nature and extent of a firm’s quality control policies and proce
dures depend on a number of factors, such as its size, the degree of
operating autonomy allowed its personnel and its practice offices, the
nature of its practice, its organization, and appropriate cost-benefit con
siderations.4

7.

A firm shall consider each of the elements of quality control discussed
below, to the extent applicable to its practice, in establishing its quality

3. SAS No. 1, section 543, provides guidance regarding procedures to be considered on
individual audit engagements when the principal auditor utilizes the work of other auditors.
4. The Guide to Implement the Voluntary Quality Control Review Program for CPA
Firms—Quality Control Policies and Procedures for Participating CPA Firms, which has
been issued by the AICPA under the voluntary quality control review program for CPA firms,
may be useful to a firm in considering its quality control policies and procedures.
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control policies and procedures. The elements of quality control are inter
related. Thus, a firm’s hiring practices affect its policies as to training.
Training practices affect policies as to promotion. Practices in both catego
ries affect policies as to supervision. Practices as to supervision, in turn,
affect policies as to training and promotion.
a.

b.

c.

d.

e.

Independence. Policies and procedures should be established to
provide the firm with reasonable assurance that persons at all organi
zational levels maintain independence to the extent required by the
rules of conduct of the AICPA. Rule 101 of the rules of conduct con
tains examples of instances wherein a firm’s independence will be
considered to be impaired.
Assigning Personnel to Engagements. Policies and procedures for
assigning personnel to engagements should be established to provide
the firm with reasonable assurance that work will be performed by
persons having the degree of technical training and proficiency re
quired in the circumstances. In making assignments, the nature and
extent of supervision to be provided should be taken into account.
Generally, the more able and experienced the personnel assigned to a
particular engagement, the less is the need for direct supervision.
Consultation. Policies and procedures for consultation should be es
tablished to provide the firm with reasonable assurance that personnel
will seek assistance, to the extent required, from persons having ap
propriate levels of knowledge, competence, judgment, and authority.
The nature of the arrangements for consultation will depend on a
number of factors, including the size of the firm and the levels of
knowledge, competence, and judgment possessed by the persons
performing the work.
Supervision. Policies and procedures for the conduct and supervision
of work at all organizational levels should be established to provide the
firm with reasonable assurance that the work performed meets the
firm’s standards of quality. The extent of supervision and review ap
propriate in a given instance depends on many factors, including the
complexity of the subject matter, the qualifications of the persons
performing the work, and the extent of consultation available and
used. The responsibility of a firm for establishing procedures for
supervision is distinct from the responsibility of individuals to ade
quately plan and supervise the work on a particular engagement.
Hiring. Policies and procedures for hiring should be established to

provide the firm with reasonable assurance that those employed pos
sess the appropriate characteristics to enable them to perform compe
tently. The quality of a firm’s work ultimately depends on the integrity,
competence, and motivation of personnel who perform and supervise
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f.

g.

h.

/'.

the work. Thus, a firm’s recruiting programs are factors in maintaining
such quality.
Professional Development. Policies and procedures for professional
development should be established to provide the firm with reason
able assurance that personnel will have the knowledge required to
enable them to fulfill responsibilities assigned. Continuing professional
education and training activities enable a firm to provide personnel
with the knowledge required to fulfill responsibilities assigned to them
and to progress within the firm.
Advancement. Policies and procedures for advancing personnel
should be established to provide the firm with reasonable assurance
that those selected for advancement will have the qualifications
necessary for fulfillment of the responsibilities they will be called on to
assume. Practices in advancing personnel have important implica
tions for the quality of a firm’s work. Qualifications that personnel
selected for advancement should possess include, but are not limited
to, character, intelligence, judgment, and motivation.
Acceptance and Continuance of Clients. Policies and procedures
should be established for deciding whether to accept or continue a
client in order to minimize the likelihood of association with a client
whose management lacks integrity. Suggesting that there should be
procedures for this purpose does not imply that a firm vouches for the
integrity or reliability of a client, nor does it imply that a firm has a duty
to anyone but itself with respect to the acceptance, rejection, or reten
tion of clients. However, prudence suggests that a firm be selective in
determining its professional relationships.
Inspection. Policies and procedures for inspection should be estab
lished to provide the firm with reasonable assurance that the proce
dures relating to the other elements of quality control are being effec
tively applied. Procedures for inspection may be developed and per
formed by individuals acting on behalf of the firm’s management. The
type of inspection procedures used will depend on the controls estab
lished by the firm and the assignment of responsibilities within the firm
to implement its quality control policies and procedures.

Assignment of Responsibilities
8. A firm shall assign responsibilities to its personnel to the extent re
quired to effectively implement its quality control policies and procedures.
In the assignment of responsibilities, appropriate consideration should be
given to the competence of the individuals, the authority delegated to
them, and the extent of supervision provided.
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Communication
9. A firm shall communicate to its personnel its quality control policies
and procedures in a manner that will provide reasonable assurance that
such policies and procedures are understood. The form and extent of such
communication should be sufficiently comprehensive to provide the firm’s
personnel with information concerning the quality control policies and pro
cedures applicable to them. Although communication ordinarily is en
hanced if the communication is in writing, the effectiveness of a firm’s
system of quality control is not necessarily impaired by the absence of
documentation of established quality control policies and procedures. The
size, structure, and nature of practice of the firm should be considered in
determining whether documentation of quality control policies and proce
dures is required and, if so, the extent of such documentation. Normally,
documentation of quality control policies and procedures would be ex
pected to be more extensive in a larger firm than in a smaller firm and more
extensive in a multi-office firm than in a single-office firm.

Monitoring
10. A firm shall monitor the effectiveness of its system of quality control
by evaluating on a timely basis its quality control policies and procedures,
assignment of responsibilities, and communication of policies and proce
dures. The size, structure, and nature of practice of a firm influence both
the requirements and the limitations of its monitoring function. Implicit in
the monitoring function is timely modification of policies and procedures,
assignment of responsibilities, and the form and extent of communication,
as required by new authoritative pronouncements or by other changes in
circumstances, including those resulting from expansion of practice or
opening of offices, merging of firms, or acquiring of practices. Monitoring
activities include, but are not limited to, the quality control element of
inspection.

The statement entitled System of Quality Control for a CPA Firm was adopted
unanimously by the fifteen members of the committee.

A-9

Quality Control Standards Committee (1978-79)

Haldon G. Robinson, Chairman
Leonard H. Brantley, Sr.
Robert W. Burmester
Robert S. Campbell
Dennis R. Carson
Paul B. Clark, Jr.
Larry D. Ellison
Arthur I. Farber
George J. Frey
James P. Luton, Jr.
Howard M. Magen

Donald L. Neebes
Mahlon Rubin
John H. Stafford
Michael A. Walker
William C. Bruschi, Vice President
Review and Regulation

Ted M. Felix, Director
Quality Control Review

Gerard A. Varley, Manager
Quality Control Review

Note: Statements on quality control standards are issued by the quality control
standards committee, the senior technical committee of the Institute designated
to issue pronouncements on quality control standards. Firms that are members of
the AICPA Division for CPA Firms are obligated to adhere to quality control
standards promulgated by the Institute. All AICPA members should be aware that
they may be called upon to justify departures from this statement.
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A Guide to Implement the
Voluntary Quality Control
Review Program for CPA Firms

Quality Control Policies
and Procedures
for Participating CPA Firms

The following is original published text. Readers should be
aware, in particular, that subsequent to the issuance of this
guide, SAS 4 was superseded by SAS 25, and Statement on
Quality Control Standards 1 was issued.

NOTICE TO READERS
The Special Committee on Proposed Standards for Quality Control
Policies and Procedures developed this document to provide guidance in the
establishment of quality control policies and procedures by a CPA firm in
tending to participate in the Voluntary Quality Control Review Program
for CPA Firms.

This guide neither interprets nor otherwise modifies Statement on Audit
ing Standards no. 4, Quality Control Considerations for a Firm of Inde
pendent Auditors. Practices relating to quality control matters are evolv
ing, and, consequently, the manner in which this guide is applied in prac
tice may be considered in the future to determine whether any guidance
concerning the existing authoritative literature is appropriate.

The special committee believes that this guide should be reviewed from
time to time by the AICPA to determine whether the material requires
modification, update, or amendment in the light of future developments
in practice.

Special Committee on Proposed Standards for
Quality Control Policies and Procedures
Robert W. Burmester, Chairman
Robert S. Campbell
Paul B. Clark, Jr.
George J. Frey
James I. Konkel
Anthony P. Man forte
Norman S. Rachlin
John L. Ricketts
John P. Shea

AICPA Staff:
William C. Bruschi,
Vice President
Review and Regulation
Ted M. Felix, Manager
Quality Control Review

Copyright © 1977 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, N.Y. 10036
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Preface
This document contains the guidelines for quality control policies
and procedures under the Voluntary Quality Control Review Pro
gram which was adopted by Council in October 1976.
These guidelines will be used as the requirements to be met in
connection with all AICPA quality control compliance reviews
whether conducted under the authority of the Peer Review Com
mittees of the AICPA Division of CPA Firms (as established by
resolution of Council on September 17, 1977) or under the authority
of the AICPA Senior Technical Committee on Quality Control
(also established by resolution of Council on September 17, 1977).

Wallace E. Olson
President

October 1977
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Quality Control Policies and
Procedures for Participating CPA Firms
Introduction
The purpose of this guide is to provide guidance for establish
ment of quality control policies and procedures for CPA firms par
ticipating in the Voluntary Quality Control Review Program for
CPA Firms (the “program”). This guide is not intended to be ap
plicable to CPA firms not participating in the program. As used in
this document, the term participating firm encompasses those firms
that are preparing for involvement in the program as well as par
ticipants. A firm is identified as a participant in the program only
upon completion of its compliance review and filing with the Insti
tute an acceptable report on that review. The program requires that
“in developing its quality control policies and procedures, a firm
must be guided by Statement on Auditing Standards no. 4, Quality
Control Considerations for a Firm of Independent Auditors.” The
elements of quality control are identified in SAS no. 4 and are dis
cussed in this document under the following headings:

1.
2.
3.
4.
5.
6.
7.
8.
9.

Independence
Assigning Personnel to Engagements
Consultation
Supervision
Hiring
Professional Development
Advancement
Acceptance and Continuance of Clients
Inspection

When a firm is participating in the program, the elements of qual
ity control are applicable to segments of its practice wherein the
firm is associated with financial statements, including unaudited fi
nancial statements. While the elements of quality control and re
lated policies and procedures discussed in this guide may have some
significance for other segments of a participating firm’s practice, such
as providing tax services or management advisory services, other than
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when associated with financial statements, their relationship to those
other segments is not covered by this document.
As used in this document, the term policies refers to a participat
ing firm’s objectives and goals for effecting the elements of quality
control. Procedures refer to the steps to be taken to accomplish the
policies adopted. Unless the text states otherwise, personnel encom
passes all the professionals associated with the participating firm’s
accounting and auditing practice and includes partners, principals,
and stockholders or officers of professional corporations.
The purpose of a firm’s considering the elements of quality con
trol and adopting quality control policies and procedures is to pro
vide reasonable assurance that it is conforming with generally ac
cepted auditing standards. Participating firms should provide docu
mentation or other evidential matter that will facilitate a subse
quent compliance review. The concept of reasonable assurance rec
ognizes that economic considerations affect the conduct of a firm’s
practice. Therefore, the extent to which quality control policies and
procedures are adopted and placed in effect may be influenced by
appropriate cost/benefit considerations.
The underlying philosophy and organizational structure of a par
ticipating firm provide the framework for its quality control policies
and procedures. The extent to which a participating firm should
adopt these policies and procedures, and those which are appropriate
for a particular firm, depend on a number of factors, such as its size,
the degree of operating autonomy appropriately allowed to its peo
ple and its practice offices, the nature of its practice, and its admin
istrative controls. Accordingly, it is expected that policies and pro
cedures adopted, and documentation thereof, would normally be
more extensive for a larger or multi-office firm than for a smaller
or single-office firm.
Each element of quality control is discussed in this guide in a
separate section, consisting of an introduction and policies and pro
cedures. It should be recognized, however, that the practice of a firm
does not permit clear-cut distinctions among these elements, which
ordinarily overlap and are interrelated.
A participating firm should consider establishing policies in the
areas identified by numbers under each element of quality control
discussed herein to the extent such policies are applicable to its prac
tice. Illustrative examples of procedures designed to implement the
policies adopted are also presented. The specific procedures used by
a participating firm would not necessarily include all those illus
trated or be limited to them.
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Since a firm’s policies and procedures may require modification in
the light of changing conditions, they should be reviewed on a con
tinuing basis and revised when necessary.
Some regulatory agencies have promulgated requirements for com
pliance with independence or other standards that are applicable
to professionals practicing before them. Therefore, a firm should
adopt policies and procedures to provide reasonable assurance of
compliance with the requirements of regulatory agencies before
which it practices.
It is the responsibility of a U.S. firm to establish controls to assure
that segments of its engagements performed outside the United
States are performed in accordance with U.S. generally accepted
auditing standards. While the elements of quality control are ap
plicable to such international practice, local customs and conditions
may result in variations in their application. However, it is not
intended that the program require that the quality control policies
and procedures of a U.S. firm be adopted by its international affili
ates. The quality control objectives of a U.S. firm are met when its
policies and procedures provide reasonable assurance that portions
of its engagements performed outside the United States conform
to U.S. standards.
When firms merge or when a firm acquires a practice, the com
bined firm should give special attention to quality control consider
ations. The combined firm’s quality control policies and procedures
should be evaluated to determine that they continue to be applic
able in light of the changed circumstances. The firm’s quality con
trol policies and procedures, revised to the extent necessary, should
be monitored for effectiveness. Similar attention should be given to
quality control considerations when a firm is divided.

*

*

*

On October 23, 1976, Council adopted the Voluntary Quality
Control Review Program for CPA Firms. The program requires
that a participating firm have documented quality control policies
and procedures. A firm participating in the program agrees to
undergo periodic compliance reviews to obtain assurance that its
quality control policies and procedures conform to professional
standards, are adequately documented, and are being complied with.
In connection therewith, a participating firm may meet the require
ment for documented quality control policies and procedures by
preparing either of the following:
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1. A quality control document that provides a detailed description
of its quality control policies and procedures.
2. A summary statement of its quality control policies and pro
cedures with references to supporting information contained in
manuals, memoranda, or other technical literature of the firm.
A quality control document, in addition to discussing the participat
ing firm’s quality control policies and procedures, may also contain
a description of the firm’s organization (including an organization
chart), its philosophy of practice, and other descriptive material re
lating to the firm’s operations and the nine elements of quality
control.

Independence
The second general standard of generally accepted auditing stand
ards indicates that “in all matters relating to the assignment, an in
dependence in mental attitude is to be maintained by the auditor or
auditors.” The Code of Professional Ethics of the American Institute
of CPAs1 states that “the public expects a number of character traits
in a certified public accountant, but primarily integrity and objec
tivity and, in the practice of public accounting, independence. Inde
pendence has traditionally been defined by the profession as the
ability to act with integrity and objectivity.”
A participating firm should establish policies and procedures for
maintaining independence to provide reasonable assurance that per-

1 Some regulatory agencies, including the Securities and Exchange Commission
and the United States General Accounting Office, have promulgated rules or
regulations regarding independence of accountants practicing before them.
Rule 2-01 of the Commission’s Regulation S-X, “Qualifications of Accoun
tants,” addresses itself in part to the subject of independence: “The Commis
sion will not recognize any certified public accountant or public accountant as
independent who is not in fact independent.” Paragraphs (b) and (c) of this
rule provide guidance as to its application. Further guidance and examples

of situations involving independence are provided by the commission in ac
counting series releases. The General Accounting Office publication, Standards
for Audit of Governmental Organizations, Programs, Activities & Functions,
treats the subject of independence in chapter 3.
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sonnel2 at all organizational levels maintain independence in fact and
in appearance where such independence is required by applicable
professional standards.3

Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited to
those illustrated.
1. Require that personnel at all organizational levels adhere to the
independence rules, regulations, interpretations, and rulings of
the AICPA, state CPA society, state board of accountancy, state
statute, and, if applicable, the Securities and Exchange Commis
sion and other regulatory agencies.4
a. Designate an individual or group to provide guidance and to
resolve questions on independence matters.
(i) Identify circumstances where documentation as to the
resolution of questions would be appropriate.
(ii) Require consultation with authoritative sources when
considered necessary.

2. Communicate policies and procedures relating to independence
to personnel at all organizational levels.
a. Inform personnel of the firm’s independence policies and
procedures and advise them that they are expected to be fa
miliar with these policies and procedures.
b. Emphasize independence of mental attitude in training pro
grams and in supervision and review of engagements.

2 For the purposes of this section on independence, the term personnel encom
passes all professional persons of the participating firm and is not limited to
those in the accounting and auditing practice area.
3 In instances where a firm is associated with financial statements, and the firm
is not independent, see SAS no. 1, section 517, for reporting requirements.
4 In some cases, a firm may wish to establish other requirements that it deems
appropriate, for example, concerning prohibited transactions or relationships.
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c. Apprise personnel on a timely basis of those entities to which
independence policies apply.
(i) Prepare and maintain for independence purposes a list
of the firm’s clients and of other entities (client’s affili
ates, parents, associates, and so forth) to which indepen
dence policies apply.
(ii) Make the list available to personnel (including person
nel new to the firm or to an office) who need it to deter
mine their independence.
(iii) Establish procedures to notify personnel of changes in
the list.
d. Maintain a library or other facility containing professional,
regulatory, and firm literature relating to independence mat
ters.

3. Confirm, when acting as principal auditor, the independence of
another firm engaged to perform segments of an engagement.5
a. Inform personnel as to the form and content of an indepen
dence representation that is to be obtained from a firm that
has been engaged to perform segments of an engagement.
b. Advise personnel as to the frequency with which a repre
sentation should be obtained from an affiliate or associate
firm for a repeat engagement.
4. Monitor compliance with policies and procedures relating to
independence.
a. Obtain from personnel periodic, written representations, nor
mally on an annual basis, stating that—
(i) They are familiar with the firm’s independence policies
and procedures.
(ii) Prohibited investments are not held and were not held
during the period. As an alternative or additional pro
5 If a firm utilizes the services of a related, affiliated, or associated firm, the prin
cipal firm may obtain periodically (frequently annually) a representation from
the other firm covering all referred engagements, or may include the rep
resentation as part of a continuing agreement.
If a firm other than an affiliate or associate is retained, representation should
be received for each engagement.
In the case of an international engagement, the representation from the
foreign firm should make reference to U.S. independence standards.
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cedure, a firm may obtain listings of investments and se
curities transactions (numbers of shares or dollar amounts
need not be included) from personnel to determine that
there are no prohibited holdings.
(iii) Prohibited relationships do not exist, and transactions
prohibited by firm policy have not occurred.
b. Assign responsibility for resolving exceptions to a person or
group with appropriate authority.
c. Assign responsibility for obtaining representations and re
viewing independence compliance files for completeness to a
person or group with appropriate authority.
d. Review periodically accounts receivable from clients to as
certain whether any outstanding amounts take on some of the
characteristics of loans and may, therefore, impair the firm’s
independence.

Assigning Personnel to Engagements

Guidance in assigning personnel is found in the first general stand
ard of generally accepted auditing standards which states that “the
examination is to be performed by a person or persons having ade
quate technical training and proficiency as an auditor.” A partici
pating firm should establish policies and procedures for assigning
personnel to engagements to provide reasonable assurance that en
gagements will be performed by persons having the degree of techni
cal training and proficiency required in the circumstances.

Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited to
those illustrated.
1. Delineate the firm’s approach to assigning personnel, including
the planning of overall firm and office needs and the measures
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employed to achieve a balance of engagement manpower require
ments, personnel skills, individual development, and utilization.
a. Plan the personnel needs of the firm on an overall basis and
for individual practice offices.
b. Identify on a timely basis the staffing requirements of specific
engagements.
c. Prepare time budgets for engagements to determine man
power requirements and to schedule field work.
d. Consider the following factors in achieving a balance of en
gagement manpower requirements, personnel skills, indi
vidual development, and utilization:
(i) Engagement size and complexity.
(ii) Personnel availability.
(iii) Special expertise required.
(iv) Timing of the work to be performed.
(v) Continuity and periodic rotation of personnel.
(vi) Opportunities for on-the-job training.
2. Designate an appropriate person or persons to be responsible
for assigning personnel to engagements.
a. Consider the following in making assignments of individuals:
(i) Staffing and timing requirements of the specific engage
ment.
(ii) Evaluations of the qualifications of personnel as to ex
perience, position, background, and special expertise.
(iii) The planned supervision and involvement by supervis
ory personnel.
(iv) Projected time availability of individuals assigned.
(v) Situations where possible independence problems and
conflicts of interest may exist, such as assignment of per
sonnel to engagements for clients who are former em
ployers or are employers of certain kin.
b. Give appropriate consideration, in assigning personnel, to
both continuity and rotation to provide for efficient conduct
of the engagement and the perspective of other personnel
with different experience and backgrounds.
3. Provide for approval of the scheduling and staffing of the engage
ment by the person with final responsibility for the engagement.
a. Submit, where necessary, for review and approval the names
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and qualifications of personnel to be assigned to an engage
ment.
b. Consider the experience and training of the engagement per
sonnel in relation to the complexity or other requirements
of the engagement, and the extent of supervision to be pro
vided.

Consultation
A participating firm should establish policies and procedures for
consultation to provide reasonable assurance that personnel will seek
assistance on accounting and auditing questions, to the extent re
quired, from persons having appropriate levels of knowledge, com
petence, judgment, and authority.
Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such ob
jectives are applicable to its practice. Examples of procedures (which
are identified by letters) designed to implement policies follow each
objective, although the specific procedures adopted by a firm would
not necessarily include all the examples or be limited to those il
lustrated.
1. Identify areas and specialized situations where consultation is
required and encourage personnel to consult with or use author
itative sources on other complex or unusual matters.
a. Inform personnel of the firm’s consultation policies and pro
cedures.
b. Specify areas or specialized situations requiring consultation
because of the nature or complexity of the subject matter.
Examples include—
(i) Application of newly issued technical pronouncements.
(ii) Industries with special accounting, auditing, or report
ing requirements.
(iii) Emerging practice problems.
(iv) Choices among alternative generally accepted accounting
principles when an accounting change is to be made.
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(v) Filing requirements of regulatory agencies.
c. Maintain or provide access to adequate reference libraries
and other authoritative sources.
(i) Establish responsibility for maintaining a reference li
brary in each practice office.
(ii) Maintain technical manuals and issue technical pro
nouncements, including those relating to particular in
dustries and other specialties.
(iii) Maintain consultation arrangements with other firms
and individuals where necessary to supplement firm re
sources.
(iv) Refer problems to a division or group in the AICPA or
state CPA society established to deal with technical in
quiries.
d. Maintain a research function to assist personnel with prac
tice problems.

2. Designate individuals as specialists to serve as authoritative
sources and define their authority in consultative situations.
Provide procedures for resolving differences of opinion between
engagement personnel and specialists.
a. Designate individuals as specialists for filings with the Securi
ties and Exchange Commission and other regulatory agencies.
b. Designate specialists for particular industries.
c. Advise personnel of the degree of authority to be accorded
specialists’ opinions and of the procedures to be followed for
resolving differences of opinion with specialists.
d. Require documentation as to the considerations involved in
the resolution of differences of opinion.
3. Specify the extent of documentation to be provided for the re
sults of consultation in those areas and specialized situations
where consultation is required. Specify documentation, as ap
propriate, for other consultations.
a. Advise personnel as to the extent of documentation to be
prepared and the responsibility for its preparation.
b. Indicate where consultation documentation is to be main
tained.
c. Maintain subject files containing the results of consultations
for reference and research purposes.
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Supervision
The first standard of field work of generally accepted auditing
standards states that the work is to be adequately planned and assist
ants, if any, are to be properly supervised. A participating firm
should establish policies and procedures for the conduct and super
vision of work at all organizational levels to provide reasonable as
surance that the work performed meets the firm’s standards of
quality.
Procedures for supervision are necessary to provide reasonable as
surance that appropriate judgments and conclusions can be drawn
with respect to the work performed. The extent of supervision and
review appropriate in a given instance depends on many factors, in
cluding the complexity of the subject matter, the qualifications of
persons performing the work, and the extent of consultation avail
able and used. Additional factors bearing upon the appropriate ex
tent of supervision and review include the degree of authority dele
gated to assistants on an engagement, performance of personnel as
signed to an engagement, and risk factors inherent in the engage
ment.
Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited to
those illustrated.

1. Provide procedures for planning engagements.
a. Assign responsibility for planning an engagement. Involve
appropriate personnel assigned to the engagement in the
planning process.
b. Develop background information or review information ob
tained from prior engagements and update for changed cir
cumstances.
c. Describe matters to be included in the engagement planning
process, such as the following:
(i) Development of proposed work programs.
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(ii) Determination of manpower requirements and need for
specialized knowledge.
(iii) Development of estimates of time required to complete
the engagement.
(iv) Consideration of current economic conditions affecting
the client or its industry and their potential impact on
the conduct of the engagement.

2. Provide procedures for maintaining the firm’s standards of qual
ity for the work performed.
a. Provide adequate supervision at all organizational levels,
considering the training, ability, and experience of the per
sonnel assigned.
b. Develop guidelines for the form and content of working
papers.
c. Utilize standardized forms, checklists, and questionnaires to
the extent appropriate to assist in the performance of en
gagements.
d. Provide procedures for resolving differences of professional
judgment among members of an engagement team.

3. Provide procedures for reviewing engagement working papers
and reports.
a. Develop guidelines for review of working papers and for
documentation of the review process.
(i) Require that reviewers have appropriate competence and
responsibility.
(ii) Determine that work performed is complete and con
forms to professional standards and firm policy.
(iii) Describe documentation evidencing review of working
papers and the reviewer’s findings. Documentation may
include initialing working papers, completing a review
er’s questionnaire, preparing a reviewer’s memorandum.
and employing standard forms or checklists.
b. Develop guidelines for review of the report to be issued for
an engagement. Considerations in “a” above would be applic
able to this review. In addition, the following matters should
be considered for these guidelines:
(i) Determine that the evidence of work performed and con
clusions contained in the working papers support the
report.
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(ii) Determine that the report conforms to professional stand
ards and firm policy.
(iii) Provide for review of the report by an appropriate indi
vidual having no other responsibility for the engage
ment.

Hiring

A firm’s personnel may well be its most valuable asset. Although
the hiring of personnel may be considered partly an administrative
function, a firm’s policies and procedures with respect to hiring af
fect the quality of its work. A participating firm should establish
policies and procedures for hiring to provide reasonable assurance
that those persons employed possess the appropriate characteristics
to enable them to perform competently.

Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited to
those illustrated.
1. Maintain a program designed to obtain qualified personnel by
planning for personnel needs, establishing hiring objectives, and
setting qualifications for those involved in the hiring function.
a. Plan for the firm’s personnel needs at all levels and establish
quantified hiring objectives based on current clientele, an
ticipated growth, personnel turnover, individual advance
ment, and retirement.
b. Design a program to achieve hiring objectives which provides
for—
(i) Identification of sources of potential hirees.
(ii) Methods of contact with potential hirees.
(iii) Methods of specific identification of potential hirees.
(iv) Methods of attracting potential hirees and informing
them about the firm.
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(v) Methods of evaluating and selecting potential hirees for
extension of employment offers.
c. Inform those persons involved in hiring as to the firm’s per
sonnel needs and hiring objectives.
d. Assign to authorized persons the responsibility for employ
ment decisions.
e. Monitor the effectiveness of the recruiting program.
(i) Evaluate the recruiting program periodically to deter
mine whether policies and procedures for obtaining qual
ified personnel are being observed.
(ii) Review hiring results periodically to determine whether
goals and personnel needs are being achieved.

2. Establish qualifications and guidelines for evaluating potential
hirees at each professional level.
a. Identify the attributes to be sought in hirees, such as intelli
gence, integrity, honesty, motivation, and aptitude for the
profession.
b. Identify achievements and experiences desirable for entrylevel and experienced personnel. For example,
(i) Academic background.
(ii) Personal achievements.
(iii) Work experience.
(iv) Personal interests.
c. Set guidelines to be followed when hiring individuals in
atypical situations such as—
(i) Hiring relatives of personnel or relatives of clients.
(ii) Rehiring former employees.
(iii) Hiring client employees.
d. Obtain background information and documentation of qual
ifications of applicants by appropriate means, such as—
(i) Resumes.
(ii) Application forms.
(iii) Interviews.
(iv) College transcripts.
(v) Personal references.
(vi) Former employment references.
e. Evaluate the qualifications of new personnel, including those
obtained from other than the usual hiring channels (for ex
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ample, those joining the firm at supervisory levels or through
merger or acquisition), to determine that they meet the firm’s
requirements and standards.
3. Inform applicants and new personnel of the firm’s policies and
procedures relevant to them.
a. Use a brochure or another means to so inform applicants and
new personnel.
b. Prepare and maintain a manual describing policies and pro
cedures for distribution to personnel.
c. Conduct an orientation program for new personnel.

Professional Development
The concept of professional development embodies recognition of
the continuing obligation of personnel to maintain their competence
during their professional careers. A participating firm should estab
lish policies and procedures for professional development to provide
reasonable assurance that personnel will have the knowledge re
quired to enable them to fulfill responsibilities assigned. Professional
development activities enable a firm to provide personnel with the
means to acquire the knowledge required to fulfill responsibilities
assigned to them and to progress within the firm.
Policies and Procedures

Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited
to those illustrated.

1. Establish guidelines and requirements for the firm’s professional
development program and communicate them to personnel.
a. Assign responsibility for the professional development func
tion to a person or group with appropriate authority.
b. Provide that programs developed by the firm be reviewed by
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qualified individuals. Programs should contain statements of
objectives and education and/or experience prerequisites.
c. Provide an orientation program relating to the firm and the
profession for newly employed personnel.
(i) Prepare publications and programs designed to inform
newly employed personnel of their professional respon
sibilities and opportunities.
(ii) Designate responsibility for conducting orientation con
ferences to explain professional responsibilities and firm
policies.
(iii) Enable newly employed personnel with limited experi
ence to attend the AICPA or other comparable level staff
training programs.
d. Establish continuing professional education requirements for
personnel at each level within the firm.
(i) Consider state mandatory requirements or voluntary
guidelines in establishing firm requirements.
(ii) Encourage participation in external continuing profes
sional education programs, including college-level and
self-study courses.
(iii) Encourage membership in professional organizations.
Consider having the firm pay or contribute toward mem
bership dues and expenses.
(iv) Encourage personnel to serve on professional commit
tees, prepare articles, and participate in other profes
sional activities.
e. Monitor continuing professional education programs and
maintain appropriate records, both on a firm and an indi
vidual basis.
(i) Review periodically the records of participation by per
sonnel to determine compliance with firm requirements.
(ii) Review periodically evaluation reports and other records
prepared for continuing education programs to evaluate
whether the programs are being presented effectively and
are accomplishing firm objectives. Consider the need for
new programs and for revision or elimination of ineffec
tive programs.
2. Make available to personnel information about current devel
opments in professional technical standards and materials con
taining the firm’s technical policies and procedures and encour-
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age personnel to engage in self-development activities.
a. Provide personnel with professional literature relating to cur
rent developments in professional technical standards.
(i) Distribute to personnel material of general interest, such
as pronouncements of the Financial Accounting Stan
dards Board and the AICPA Auditing Standards Execu
tive Committee.
(ii) Distribute pronouncements in areas of specific interest,
such as those issued by the Securities and Exchange Com
mission, Internal Revenue Service, and other regulatory
agencies to persons who have responsibility in such areas.
(iii) Distribute manuals containing firm policies and pro
cedures on technical matters to personnel. Manuals
should be updated for new developments and changing
conditions.
b. For training programs presented by the firm, develop or ob
tain course materials and select and train instructors.
(i) State the program objectives and education and/or ex
perience prerequisites in the training programs.
(ii) Provide that program instructors be qualified as to both
program content and teaching methods.
(iii) Have participants evaluate program content and instruc
tors of training sessions.
(iv) Have instructors evaluate program content and partici
pants in training sessions.
(v) Update programs as needed in light of new developments,
changing conditions, and evaluation reports.

3. Provide, to the extent necessary, programs to fill the firm’s needs
for personnel with expertise in specialized areas and industries.
a. Conduct firm programs to develop and maintain expertise in
specialized areas and industries, such as regulated industries,
computer auditing, and statistical sampling methods.
b. Encourage attendance at external education programs, meet
ings, and conferences to acquire technical or industry exper
tise.
c. Encourage membership and participation in organizations
concerned with specialized areas and industries.
d. Provide technical literature relating to specialized areas and
industries.
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4. Provide for on-the-job training during the performance of en
gagements.
a. Emphasize the importance of on-the-job training as a signif
icant part of an individual’s development.
(i) Discuss with assistants the relationship of the work they
are performing to the engagement as a whole.
(ii) Involve assistants in as many portions of the engagement
as practicable.
b. Emphasize the significance of personnel management skills
and include coverage of these subjects in firm training pro
grams.
c. Encourage personnel to train and develop subordinates.
d. Monitor assignments to determine that personnel—
(i) Fulfill, where applicable, the experience requirements of
the state board of accountancy.
(ii) Gain experience in various areas of engagements and var
ied industries.
(iii) Work under different supervisory personnel.

Advancement

Advancement is the progression of personnel to positions of greater
responsibility within a firm. A participating firm should establish
policies and procedures to provide reasonable assurance that person
nel selected for advancement will have the qualifications necessary for
fulfillment of the responsibilities they will be called upon to assume.

Policies and Procedures
Consideration should be given by a firm to establishing policies to
accomplish the objectives numbered below to the extent such objec
tives are applicable to its practice. Examples of procedures (which are
identified by letters) designed to implement policies follow each ob
jective, although the specific procedures adopted by a firm would not
necessarily include all the examples or be limited to those illustrated.
1. Establish qualifications deemed necessary for the various levels
of responsibility within the firm.
a. Prepare guidelines describing responsibilities at each level and

A-32

expected performance and qualifications necessary for ad
vancement to each level, including—
(i)
Titles and related responsibilities.
(ii) The amount of experience (which may be expressed as
a time period) generally required for advancement to
the succeeding level.
b. Identify criteria which will be considered in evaluating indi
vidual performance and expected proficiency, such as—
(i)
Technical knowledge.
(ii) Analytical and judgmental abilities.
(iii) Communicative skills.
(iv) Leadership and training skills.
(v) Client relations.
(vi) Personal attitude and professional bearing (character,
intelligence, judgment, and motivation).
(vii) Possession of a CPA certificate for advancement to a
supervisory position.
c. Use a personnel manual or other means to communicate ad
vancement policies and procedures to personnel.

2. Evaluate performance of personnel and periodically advise per
sonnel of their progress. Maintain personnel files containing
documentation relating to the evaluation process.
a. Gather and evaluate information on performance of per
sonnel.
(i)
Identify evaluation responsibilities and requirements
at each level indicating who will prepare evaluations
and when they will be prepared.
(ii) Instruct personnel on the objectives of personnel evalu
ation.
(iii) Utilize forms, which may be standardized, for evalu
ating performance of personnel.
(iv) Review evaluations with the individual being evaluated.
(v) Require that evaluations be reviewed by the evaluator’s
superior.
(vi) Review evaluations to determine that individuals
worked for and were evaluated by different persons.
(vii) Determine that evaluations are completed on a timely
basis.
b. Periodically counsel personnel as to their progress and career
opportunities.
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Review periodically with personnel the evaluation of
their performance, including an assessment of their prog
ress with the firm. Considerations should include the
following:
(a) Performance.
(b) Future objectives of the firm and the individual.
(c) Assignment preferences.
(d) Career opportunities.
(ii) Evaluate partners periodically by means of counseling,
peer evaluation, or self appraisal, as appropriate, as to
whether they continue to have the qualifications to ful
fill their responsibilities.
(iii) Review periodically the system of personnel evaluation
and counseling to ascertain that—
(a) Procedures for evaluation and documentation are
being followed on a timely basis.
(b) Requirements established for advancement are be
ing achieved.
(c) Personnel decisions are consistent with evaluations.
(d) Recognition is given to outstanding performance.

(i)

3. Assign responsibility for making advancement decisions.
a. Assign responsibility to designated persons for making ad
vancement and termination decisions, conducting evaluation
interviews with persons considered for advancement, docu
menting the results of the interviews, and maintaining ap
propriate records.
b. Evaluate data obtained giving appropriate recognition in ad
vancement decisions to the quality of the work performed.
c. Study the firm’s advancement experience periodically to as
certain whether individuals meeting stated criteria are as
signed increased degrees of responsibility.

Acceptance and Continuance of Clients

A participating firm should establish policies and procedures for
deciding whether to accept or continue a client in order to minimize
the likelihood of association with a client whose management lacks
integrity. The firm does not vouch for the integrity or reliability of a
client, nor does it have a duty to anyone but itself with respect to
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the acceptance, rejection, or retention of clients. However, the firm
should consider that the reputation of a client’s management could re
flect on the reliability of representations and accounting records and
on the firm’s own reputation. In making decisions to accept or con
tinue a client, a firm should also consider its own independence and
its ability to service a client properly with particular reference to
industry expertise, size of engagement, and manpower available to
staff, the engagement.

Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such
objectives are applicable to its practice. Examples of procedures
(which are identified by letters) designed to implement policies fol
low each objective, although the specific procedures adopted by a
firm would not necessarily include all the examples or be limited to
those illustrated.

1. Establish procedures for evaluation of prospective clients and
for their approval as clients.
a. Consider evaluation procedures such as the following before
accepting a client:
(i) Obtain and review available financial information re
garding the prospective client, such as annual reports,
interim financial statements, registration statements,
Forms 10-K, other reports to regulatory agencies, and in
come tax returns.
(ii) Inquire of third parties as to any information regarding
the prospective client and its management and principals
which may have a bearing on evaluating the prospective
client. Inquiries may be directed to the prospective cli
ent’s bankers, legal counsel, investment banker, under
writer, and others in the financial or business community
who may have such knowledge. Credit reports may also
be useful.
(iii) Communicate with the predecessor auditor as required
by auditing standards. Inquiries should include questions
regarding facts that might bear on the integrity of man
agement, on disagreements with management as to ac
counting principles, auditing procedures, or other simi-
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larly significant matters, and on the predecessor’s under
standing as to the reasons for the change of auditors.
(iv) Consider circumstances which would cause the firm to
regard the engagement as one requiring special attention
or presenting unusual risks.
(v) Evaluate the firm’s independence and ability to service
the prospective client. In evaluating the firm’s ability,
consider needs for technical skills, knowledge of the in
dustry, and personnel.
(vi) Determine that acceptance of the client would not vio
late applicable regulatory agency requirements and the
codes of professional ethics of the AICPA or a state CPA
society.
b. Designate an individual or group, at appropriate manage
ment levels, to evaluate the information obtained regarding
the prospective client and to make the acceptance decision.
(i) Consider types of engagements that the firm would not
accept or which would be accepted only under certain
conditions.
(ii) Provide for documentation of the conclusion reached.
c. Inform appropriate personnel of the firm’s policies and proce
dures for accepting clients.
d. Designate responsibility for administering and monitoring
compliance with the firm’s policies and procedures for ac
ceptance of clients.

2. Evaluate clients at the end of specific periods or upon the occur
rence of specified events to determine whether the relationships
should be continued.
a. Specify conditions which require evaluation of a client to
determine whether the relationship should be continued.
Conditions could include—
(i) The expiration of a time period.
(ii) A significant change since the last evaluation, including
a major change in one or more of the following:
(a) Management.
(b) Directors.
(c) Ownership.
(d) Legal counsel.
(e) Financial condition.
(f) Litigation status.
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(g) Nature of the client’s business.
(h) Scope of the engagement.
(iii) The existence of conditions which would have caused
the firm to reject a client had such conditions existed at
the time of the initial acceptance.
b. Designate an individual or group, at appropriate manage
ment levels, to evaluate the information obtained and to make
continuance decisions.
(i) Consider types of engagements that the firm would not
continue or which would be continued only under cer
tain conditions.
(ii) Provide for documentation of the conclusion reached.
c. Inform appropriate personnel of the firm’s policies and pro
cedures for continuing clients.
d. Designate responsibility for administering and monitoring
compliance with the firm’s policies and procedures for con
tinuance of clients.

Inspection

A participating firm should establish policies and procedures for
inspection to provide reasonable assurance that the other procedures
designed to maintain the quality of the firm’s accounting and audit
ing practice are being effectively applied. A firm’s inspection poli
cies and procedures should be related to the nature and extent of con
trols and monitoring procedures established for the other elements
of quality control. While the inspection function is normally per
formed by the firm’s personnel, procedures for inspection may be
developed and performed by persons other than the firm’s per
sonnel acting on behalf of the firm’s management.
Policies and Procedures
Consideration should be given by a firm to establishing policies
to accomplish the objectives numbered below to the extent such ob
jectives are applicable to its practice. Examples of procedures (which
are identified by letters) designed to implement policies follow each
objective, although the specific procedures adopted by a firm would
not necessarily include all the examples or be limited to those il
lustrated.
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1. Define the scope and content of the firm’s inspection program.
a. Determine the inspection procedures necessary to provide
reasonable assurance that the firm’s other quality control
policies and procedures are operating effectively.
(i) Determine objectives and prepare instructions and re
view programs for use in conducting inspection activities.
(ii) Provide guidelines for the extent of work at practice
units, functions, or departments, and criteria for selec
tion of engagements for review.
(iii) Establish the frequency and timing of inspection activi
ties.
(iv) Establish procedures to resolve disagreements which may
arise between reviewers and engagement or management
personnel.
b. Establish qualifications for personnel to participate in inspec
tion activities and the method of their selection.
(i) Determine criteria for selecting reviewers, including lev
els of responsibility in the firm and requirements for
specialized knowledge.
(ii) Assign responsibility for selecting inspection personnel.
c. Conduct inspection activities at practice units, functions, or
departments.
(i) Review and test compliance with applicable quality con
trol policies and procedures.
(ii) Review selected engagements for compliance with pro
fessional standards, including generally accepted audit
ing standards, generally accepted accounting principles,
and with the firm’s quality control policies and pro
cedures.

2. Provide for reporting inspection findings to the appropriate
management levels and for monitoring actions taken or planned.
a. Discuss inspection review findings on engagements reviewed
with engagement management personnel.
b. Discuss inspection findings of practice units, functions, or
departments reviewed with appropriate management per
sonnel.
c. Report inspection findings and recommendations to firm
management together with corrective actions taken or
planned.
d. Determine that planned corrective actions were taken.
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